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EDITORIAL COMMENT 
America Making Up Its Mind 


ITH the enactment of the lease- 

lend law, it may be said that the 

country is gradually arriving at 
a decision as to the aid intended to be 
given Great Britain and other nations 
in conflict with the axis powers. 


Considerable criticism—much of it 


bitter in tone—arose over what some 
regarded as unnecessary delay in enact- 


ing this measure. While it must be ad- 
mitted that, under existing circum- 
stances, prompter action was highly 
desirable, it cannot be said, considering 
the importance of this bill, with all its 
grave implications, that the debate was 
improperly prolonged. In fact, the dis- 
cussion, in both the House and Senate, 
was in accord with parliamentary gov- 
ernment and what we have become ac- 
customed to regard as the democratic 
tradition. 

But the harsh terms employed, both 
by those who favored the measure and 
by those who opposed it, are to be 
deprecated. They added nothing to the 
clarification of the principles involved 
in the bill; on the contrary, they stirred 
up such intense feeling as to indicate 
lack of unity in regard to a national 
policy about which a united purpose is 
highly desirable. But the substantial 
majority for the bill in both branches 
of Congress, and the lack of division 
on party lines, may be taken as repre- 
senting substantial unanimity. 
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Now that the lease-lend bill has be- 
come a law, it represents the declared 
policy of the Government of the United 
States, and it should have the undivided 
support of the people of the country. 

The fears expressed that the passage 
of this law represents an abdication of 
its powers by Congress, and virtually 
places the country under a dictatorship, 
may be heavily discounted. Under the 
Constitution, which still remains in full 
force, Congress has inalienable powers 
over the Executive, and in fact over all 
departments of government. These 
powers extend to impeachment of the 
Executive and to the control of the 
purse. 

There are graver matters than these 
in the direct provisions of this law and 
their implications. Having embarked 
on a policy of granting what amounts 
to naval and military aid to Great 
Britain and other anti-axis powers, we 
cannot escape the responsibility such 
intervention carries with it. That this 
aid was intended to be effective goes 
without saying. If deemed futile, it 
would not have been granted. And 
now that the country has finally reached 
a decision on this highly important 
matter, vigorous and united support in 
carrying it out is to be expected. 

In providing for rendering this aid, 
while not impairing our own defense 
program, much remains to be done. It 


281 





is not a matter merely calling for the 
appropriation of funds, but principally 
relates to the production of war ma- 
terials. Our factories are now proceed- 
ing in carrying out this requirement, 
although they have not as yet reached 
anything like their maximum efficiency. 

Grave as are the implications con- 
tained in the lease-lend law, with con- 
sequences that cannot be foreseen, hav- 
ing accepted these responsibilities, they 
must be held to with unflinching deter- 
mination. Truly, it may be said that 
the people of the United States do not 
want war. With equal truth may it be 
said that no nation correctly informed 
as to the power and purpose of the 
United States should want war with us. 
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BANKS CO-OPERATING IN 
DEFENSE FINANCING 


OM the substantial increase in com- 
mercial loans being reported by the 
banks of the United States, it is clear 
that they are aiding in carrying out the 
country’s defense program as required. 


To the extent that the banks are able 
to meet these financial demands, the 
Treasury will be relieved of the obliga- 
tion. Both from the standpoint of 
banking liquidity and that of a fair re- 
turn, the bank loans will be chiefly con- 
fined to production, leaving to the 
Treasury or its agencies the furnishing 
of capital for plant expansion. 

While a good many strikes are taking 
place in industrial establishments, and 
in those engaged in defense production, 
the banks are showing no disposition to 
refuse their full codperation in carrying 
out the defense policy. And while the 
industrial strikes have, as a rule, an 
increase of wages as their objective—as 
to the justice of which no opinion is 
here expressed—the banks are prac- 
tically limited by laws, regulations or 
admonitions from high sources as to the 
rates of interest they may obtain. 

This dissimilarity of treatment may 
imply that in governmental circles high 
wages to labor are regarded as alto- 
gether worthy of approval, while high 
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profits to banks are to be condemned. 
Perhaps the relative political popularity 
of the two groups may afford an answer 
to an otherwise perplexing question. 

At any rate, the banks of the country 
are not striking, and it may be expected, 
when preliminary difficulties are over- 
come, industrial strikes will also dis- 
appear. 
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THE FUNDAMENTAL CAUSE OF 
WAR 


RITING in the Bankers Magazine of 
London, A. H. Gibson says, in re- 
ferring to the war: 


The cries of the masses of all warring 
nations go up, why has it to be so, has so- 
called civilization no lasting foundation, is 
it but a wishful dream whilst it lasts, is it 
the destiny of mankind that some shall be 
destroyed by slaughter and others continue 
to live, does the course of evolution of 
human beings necessitate a recurrence of 
wars of destruction, why do rulers and 
governments lead their peoples into new 
troubles; and so the human mind continu- 
ously questions itself. All these questions 
can be answered by stating that a minority 
of human beings have strongly rooted in 
their true natures the one cardinal sin of 
mankind, known generally as greed, greed 
for the possession or control of land and 
property belonging to others, greed for 
money as a purchasing medium and for ob- 
taining power over other human beings, 
greed for position and control authority 
over others. Greed of an aggressor is 
usually the prime cause of the outbreak of 
war. 


Could one be sure that this “cardinal 
sin of mankind” were limited to “a 
minority of human beings,” their re- 
demption would take on a more hopeful 
aspect. But it is suspected that this 
“sin,” while it may not be universal, 
extends far beyond the limits fixed by 
Mr. Gibson. Could we be assured to 
the contrary, we might hope, in time, 
either to convert this minority into see- 
ing the error of its way, or to restrain 
its depredations by imposing upon it, 
by force, the virtues of those untainted 
by this deadly sin. This latter course 
is that now being followed. But alas! 
each side in the conflict considers, or 
affects to consider, that it is the other 
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side properly to be charged with this 
deviation from the moral code. 

Even conceding that greed is the un- 
derlying cause of war, it is by no means 
clear how this propensity to hoggishness 
is to be eradicated from human nature. 
Sufficient enlightenment might convince 
the greedy that indulgence in this 
cardinal sin defeats its purpose; that 
the greedy really get less by trying to 
get more. It was probably true, in re- 
mote times, that one nation might, by 
conquest, gain to the disadvantage of 
its neighbors. But today, with interna- 
tional relations so closely interdepend- 
ent as they are, this apparent gain is 
wholly illusory. 

It has been said elsewhere, but will 
bear repetition, that this greed arises 
from the utterly mistaken belief that 
resources, trade, wealth are so narrowly 
limited that one nation must display a 
greedy disposition in order to be as- 
sured of its rightful share; whereas the 
trade and resources of the world, with 
their opportunities for unbounded 
wealth, are incalculably great. 

While it is possibly true, as Mr. Gib- 
son says, that this propensity to greed 
may be limited to a minority, perhaps 
it is also true that few nations, even the 
most enlightened, have been wholly 
free from its baneful influence. 

Today the world’s attention is un- 
avoidably centered on problems of a 
military character; at some distant to- 
morrow its attention must turn to a 
more intense study of a peace whose 
existence a greedy minority may no 
longer endanger. 
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ECONOMIC ASPECT OF STRIKES 


ITH the spreading of industrial 

strikes manifest in recent weeks, it 
becomes of interest and concern to the 
country to examine their origin and eco- 
nomic effects. 

The first question that arises is, why 
do the workers strike? An answer to 
this question comes readily to mind— 
they want more money. But on analyz- 
ing this answer it is found that what 


is really wanted is more of the things 
that money will buy. And keeping this 
fact in mind, it may also be found that 
the increase in wages will not only fail 
to afford the desired gain, but that it 
may have exactly the opposite effect. 
If an increase in wages is to be reflected 
in increased cost of production—as in- 
evitably must be the case unless pro- 
duction is increased as wages rise—then 
a rise in prices, as the consequence of 
higher cost of production, will defeat 
the main objective of the strikes. 

This aspect of the matter is of es- 
pecial importance at this time, when the 
tendency of prices to rise is already sub- 
ject to other influences which it has 
been considered desirable to hold in 
check. 

It is true that an increase in wages 
need not of itself entail a rise in prices, 
since added sales volume and improved 
management may counteract the en- 
larged cost of production due to an in- 
crease of wages. But the rise in prices 
is likely to take place, “other things 
remaining the same” (as they seldom 
do). 

The real problem involved does not 
relate to the desirability of high wages. 
It relates to the prevention of a rise in 
general prices, and more especially to 
a marked diversion of purchasing power 
from objectives considered vital to the 
national defense. 
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“BLIND LEADERS OF THE BLIND” 


HE position in which a large part 

of the world finds itself today (ac- 
tually engaged in war or preparing for 
or against war) constitutes a grave 
challenge of the leadership of the na- 
tions thus involved. It would be quite 
satisfactory to many to be absolved 
from responsibility for this condition 
by shifting the blame from themselves 
to their leaders. But since leaders exist 
either by the choice of the people, or 
by tolerance of their deeds, no such con- 
venient form of escape can be found. 


If we assume continuous advance ' 


along the pathway of peace and pros- 
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perity to be the most desirable course 
for humanity to take, the success of the 
world leaders of today in accelerating 
that progress is conspicuous only by its 
absence. 

Blundering statesmanship, of which 
no nation has a monopoly, must bear 
the major part of the blame for the 
chaos of the times. Wisdom, patience, 
reasonable toleration, employed in time 
and at the right places, could surely 
have found a better solution for the 
world’s ills than war with its inevitable 
destruction. 


Too often statesmen have fostered the 
principle of that extreme nationalism 
which seeks its own advantage with 
scant regard to the welfare of other na- 
tions. They have seen the world as a 
small place, with limited resources, with 
few opportunities for foreign trade, and 
acting on this mistaken basis have 
sought to grab as much of these re- 
sources and trade as they could. The 
fact is, of course, that the resources of 
the world, the opportunities for trade, 
are without practical limits. Not only 
is there enough for all, but more than 
all can develop or supply. Opportunities 
for development along these beneficent 
lines are circumscribed by policies of 
extreme nationalisms—high _ tariffs, 
quotas, and multiplied forms of restric- 
tions. 

But deeper than this lies the respon- 
sibility for the present plight of the 
world. 

What, in the centuries that have past, 
have our educational institutions been 
doing that they have not brought to men 
that simple degree of enlightenment 
that would have enabled them to act 
with at least some glimmerings of or- 
dinary common sense? 

Has religion been so mindful of 
pointing the way to heaven that it has 
utterly failed in showing us our first 
duty—how to live together on the earth 
we now inhabit? 

Statesmanship, education and religion 
seem not to have met the test which an 
enlightened civilization requires. 

But inventors, industrialists and men 
of science have conferred upon mankind 
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innumerable benefits of inestimable 
value. They have unerringly pointed 
the way to greater health, prosperity 
and peace. Yet it is hardly too much 
to say that the blessings thus conferred 
are largely destroyed by blundering 
statesmanship, by leaders chosen by 
those who lack the capacity of making 
a wise choice. In short, the task of 
making democracy safe for the world is 
as yet unfinished, though it is already 
immeasurably safer than other forms of 
government, especially those of the to- 
talitarian brand. 
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BANK MERCHANDISING 
IMPERATIVE 


THERE is a phase of public relations 
activity that I am confident can mean 
a great deal to us in the immediate 
future. I think it can and will form an 
effective answer to some of the things 
that bother us. I refer to merchandis- 
ing—the aggressive, consistent mer- 
chandising and selling of banking in- 
stitutions and banking services. In its 
broader meaning, public relations does 
embody much more than merchandis- 
ing, but in our present situation I be- 
lieve that sound merchandising can be 
a most effective medium for attaining 
public understanding and good will. 
For example, we have in our banks 
today huge volumes of unused credit 
on one hand, and declining interest 
rates on the other. We must get a larger 
volume of loans if we are to maintain 
any sort of earning record. There are 
credit needs which we could meet if 
we apply the principles of sound mer- 
chandising—advertising and selling to 
find these needs. I know it can be done 
without violating the principles of — 
sound credit procedure; I have seen it 
accomplished in our own institution. It 
means pounding the pavements; it 
means wearing out the ‘soles of our 
shoes instead of the seats of our 
trousers; but it can and should be done. 
—Robert M. Hanes, President, Wa 
chovia Bank and Trust Company, Win 
ston-Salem, North Carolina, in a recent 
address. . 
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ii your institution analysis 
minded? If so, the result of a 
recent survey of our collection 


facilities will be of interest to you. 


The average time required by us 
to collect $121,000,000 of transit 


items in one week was 1.19 days. 


The average time to collect the 
same business without the advan- 


tage of twenty-four-hour opera- 
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The Federal Reserve’s 


Monetary Control Plan 


LTHOUGH financial circles had 
been expecting a statement by the 
monetary authorities on the need 

for additional monetary legislation in 
order to cope with the abnormal situa- 
tion now prevailing in our domestic 
credit structure, especially in view of 
the present level of excess reserve bal- 
ances, few people, if any, anticipated 
such a broad and all inclusive program 
of policy and legislation as was pro- 
posed on January 2, 1941. The recom- 
mendations .set forth were intended to 
prevent the possibililty of price infla- 
tion from the direction, and as a result, 
of the nation’s monetary and _ fiscal 
powers and policies. The publicity 
given to the joint statement of the Fed- 
eral Reserve System seems surprising in 
view of the fact that nearly all of the 
outstanding bankers and economists in 
this country have, at some time in the 
past, called attention to those same 
dangers inherent in the monetary 
policies and conditions in the United 
States, and have advocated the adoption 
of measures similar, either in some or 
all respects, to those presented by the 
board. The thoughts expressed in the 
statement issued on January 2 are very 
similar to those contained in a speech 
delivered by Mr. Marriner S. Eccles, 
Chairman of the Board of Governors of 
the Federal Reserve System, at a meet- 
ing of the National Industrial Confer- 
ence Board on November 28, 1940.1 


+See “Controlling Monetary Inflation,” by 
Marriner S. Eccles, pages 17-22, January, 
1941, issue of THE BANKERS MAGA- 
ZINE; and “A Conflict of Monetary 
Policy,” pages 96-98, February, 1941, issue 
of THE BANKERS MAGAZINE. 


By Gusried Freund and 
Harold Dewey 


The proposed reforms may justifiably 
be called “Eccles’ Plan” since, in his 
address, he stated that “I can speak only 
for myself, and not for my associates on 
the board, or in the Reserve System, or 
for the Government.” On the other 
hand, although Mr. Eccles’ ideas seem to 
have been incorporated into the text of 
the report to Congress, it is also pos: 
sible that he seized upon the November 
occasion as an opportunity for sounding 
out public opinion, and to find out 
whether or not the nation was ready to 
receive such proposals in a favorable 
manner. 

Although it is of secondary interest 
to know who actually evolved the plan, 
it is of primary importance to the 
banker, the money market analyst, and 
all those who already have large hold- 
ings of Government obligations to be 
aware of the significance and implica- 
tions if the proposals of the Reserve 
System are accepted. Not only do the 
suggestions advanced by the System 
concern commercial banking institu 
tions, but they also may have a pro 
nounced affect upon the investment 
policies of those investors whose com- 
mitments are influenced by changes im 
money market conditions. So fat, 
nothing but praise has been voiced 
about the recommendations contained 
in the report, and this is very sur 
prising.” 

*See “Defense Economy Monetary Mam- 
agement,” by A. Philip Woolfson, pages 
192-196, March, 1941, issue of THE BANK- 
ERS MAGAZINE. 
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Proposals Not Full Solution 


The timing of the proposal by the 
officials of the Federal Reserve System 
was most. opportune, since it reaches the 
public at a time when most people are 
“inflation conscious,” and when labor 
and industrial facilities are-being mobil- 
ized in the interest of national defense. 
Thus, the general feeling prevails that, 
so long as the Federal authorities are 
taking steps to avoid inflationary ten- 
dencies which may arise out of any dis- 
putes between labor and management, 
maladjustments between costs, prices 
and wages, and supply and demand, it 
might be wise and just to give the Fed- 
eral Reserve authorities the power to 
forestall any prospect of inflation which 
might be attributed to monetary factors. 
In addition, many investors see the 
coming of higher money rates after 
reading that section of the report which 
stated that “because of the excess re- 
serves, interest rates have fallen to un- 
precedentedly low levels. Some of them 
are well below the reasonable require- 
ments of an easy money policy, and are 
raising serious long-term problems for 
the future well being of our charitable 
and educational institutions, for the 
holders of insurance policies and sav- 
ings bank accounts, and for the national 
economy as a whole.”’ Some people, 
therefore, believing that the adoption of 
the board’s recommendations will lead 
to higher interest rates, have urged the 
acceptance of the plan. 

Few seem to realize, however, that the 
adoption of the proposals would prob- 
ably leave interest rates relatively un- 
changed, and that the prospect of 
eliminating inflation from monetary 
sources would not be fully solved, while, 
at the same time, the Federal Open 
Market Committee would gain complete 
and sole control over the money 
market. 


Although the report does not specify 
any time limit for the powers requested, 
it is quite likely that a time limit will 
be set on certain provisions if they are 
approved by Congress. The enactment 
of the proposals would have the follow- 
ing results: 


Although the report rightfully stated 
that many money rates are far below the 
requirements of an easy money policy, 
and that such a condition creates prob- 
lems for investors, no specific proposal 
is mentioned as to how to bring about 
an increase in interest rates. In fact, 
now that the trend of supply and de- 
mand factors which have operated to- 
wards lowering money rates since 1934 
has leveled off, and somewhat reversed 
itself, it is quite likely that the money 
market will be dominated completely 
by Government needs and policy in rela- 
tion to defense financing. At the pres- 
ent time, the Treasury, rather than the 
Reserve System, is likely to be the de- 
ciding factor as to the Government atti- 
tude towards interest rates. The sale of 
new issues to finance expenditures, and 
the refunding of maturing obligations is 
the task of the Treasury and not the 
Federal Reserve authorities. 

In view of the fact that the President, 
in his budget message, forecast a deficit 
of $6,289,000,000 for the present fiscal 
year, and a deficit of $9,310 million 
for the fiscal year 1941-42, while ap- 
proximately $4.5 billion of Treasury ob- 
ligations mature in the next two years, 


The accompanying article is 
the first of a series of two, ap- 
praising the Federal Reserve 
authorities’ recent proposals for 
additional monetary control leg- 
islation. 

The second article, which will 
appear in the May issue of THE 
BANKERS MAGAZINE, will 
deal with the specific effects that 
each of the proposals would have 
on the money market. 

Mr. Freund, a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is a member of 
the Research Department of the 
Institute of International Fi- 
nance of New York University, 
and Mr. Dewey has 2 back- 
ground of considerable financial 
experience. 
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it is not likely that Mr. Morgenthau 
would welcome any increase in the cost 
of borrowing. Furthermore, an increase 
in money rates, if it occurs, increases 
costs of those producers who borrow 
funds. This increase in cost is met by 
higher prices for the commodities which 
such producers sell, in turn leading to 
a higher cost of living and a demand 
for wage increases. This is highly 
significant in view of the fact that the 
Federal Government is very anxious to 
avoid any unnecessary rise in costs 
which might start a vicious spiral of 
prices and wages. 

How then does the board expect in- 
terest rates to rise? Do they believe 
that the raising of reserve requirements 
to a level where the volume of excess 
reserves would amount to only $2 bil- 
lion, accompanied by a, material in- 
crease in commercial, agricultural, and 


‘Few seem to realize that the 
adoption of the proposals would 
probably leave interest rates 
relatively unchanged, and that 
the prospect of eliminating in- 
flation from monetary sources 
would not be fully solved, while, 
at the same time, the Federal 
Open Market Committee would 
gain complete and sole control 
over the money market... . 

‘“‘Although the adoption of 
the proposals would drastically 
reduce the supply of funds, 
while, at the present time, de- 
mand is increasing, one can be 
certain that the future trend of 
money rates will be determined 
to a large degree by the credit 
needs of the Government. 

*‘One should, therefore, not 
be too optimistic about any rise 
in money rates as a result of the 
adoption of the Board’s recom- 
mendations, since the Treasury 
is likely to have a great deal to 
say in determining what the cost 
of governmental borrowing will 
be.”? 


industrial loans, would tighten money 
rates? If this is the case, one can for- 
get the possibility of such an occurrence, 
Total. loans of the reporting member 
banks in 101 cities rose from $8,435 
million on June 26, 1940, to $9,337 
million on February 5, 1941. Commer- 
cial, agricultural, and industrial loans 
accounted for 80 per cent of this in- 
crease. It must be remembered, how- 
ever, that a substantial portion of the 
increase was the result of term loans, 
This is intermediate rather than short- 
term financing, and represents to some 
extent borrowing which otherwise might 
have taken place in the capital market. 

Even if you were to assume that total 
loans would increase by approximately 
$2 billion annually, and if there were a 
$2 billion base of excess reserves along 
with a twenty per cent average reserve 
requirement (average minimum under 
the proposal) the rise in loans over the 
near future would not be in sufficient 
volume to affect money rates. If, at the 
same time that loans increase, the pub- 
lic rather than the banks was to absorb 
all or the greatest part of any additional 
increase in the public debt, $10 billion 
of additional loans could be extended 
by the banks before this factor could 
play a vital role in tightening interest 
rates. 

Finally, the Reconstruction Finance 


_ Corporation stands ready, either directly 


or through the Defense Plant Corpora- 
tion, to arrange financing of plant ex- 
pansion in connection with the defense 
program at an interest rate of 114 per 
cent per annum in those cases where 
the War or Navy Department agrees to 
provide, over a five year period, reim- 
bursement for such undertaking, and at 
not more than 4 per cent, over the same 
period, where there is no definite 
arrangement for reimbursement by the 
War or Navy Department. 

This practically fixes the interest rates 
which the banks could charge in mak- 
ing loans in connection with the defense 
program. Since such types of loans 
will occupy the dominant position in 
the extension of bank credit in the 
future, and since the monetary authori- 
ties will prevent the extension of bank 
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credit for speculative purposes, it is 
likely that money rates will not rise 
substantially as a result of the sharp 
increase in demand for funds for de- 
fense financing. 

Although the adoption of the pro- 
posals would drastically reduce the 
supply of funds, while, at the present 
time, demand is increasing, one can be 
certain that the future trend of money 
rates will be determined to a large de- 
gree by the credit needs of the Govern- 
ment, 

One should, therefore, not be too 
optimistic about any rise in money rates 
as a result of the adoption of the board’s 
recommendations, since the Treasury is 
likely to have a great deal to say in 
determining what the cost of govern- 
mental borrowing will be. 


Preventing Inflation 


If the adoption of these proposals 
would actually forestall any threat of 
inflation which might arise from money 
and credit conditions existing now or 
at some future time, there could be no 
argument against their acceptance. But 
will the measures proposed really pre- 
vent inflation under present conditions? 
Even if the Open Market Committee 
were to wipe out the excess reserves of 
the member banks, and required non- 
member commercial banks to maintain 
minimum balances against their demand 
and time deposits, and the powers of 
the President and Treasury over the 
money market were repealed, the threat 
of inflation from monetary causes would 
not be wiped out. 

The volume of deposits of all banks, 
exclusive of interbank deposits, created 
primarily as a result of deficit financ- 
ing through sale of Government obliga- 
tions to the banks and gold imports, in- 
creased from $38,505 million on De- 
cember 30, 1933, to $60,582 million on 
June 29, 1940. This latter figure is 
$3,816 million greater than the total 
deposits on December 31, 1928. The 
velocity of demand deposits, outside of 
New York City (1919-25 average 
equals 100), however, was 127 in De- 
cember, 1928, as compared with 62 for 
December, 1940. If the present total 


of deposits were to be turned over at 
the 1928 rate, and at a time when cer- 
tain types of durable consumer goods 
are being curtailed in order to speed up 
output of war materials which have no 
commercial market, the price structure 
would move upward unless controlled. 
Thus, although the wiping out of the 
present total of excess reserve balances 
would alleviate the fear of a runaway 
price inflation attributable to any undue 
extension of credit, the existence of such 
huge volume of purchasing power over 
which there is no control indicates that 
the means of controlling inflation will 
be through channels other than mone- 
tary and credit control. 

If the threat of price inflation in this 
country would still be present, what then 
will be the result if these recommenda- 
tions are carried out? The nation would 
still be confronted with the prospect of 
the continuance of the level of money 
rates at slightly higher levels, while, at 
the same time, the Open Market Com- 
mittee would be in complete control of 
the money market, even to the extent of 
making the member banks of the coun- 
try deficient in required reserve bal- 
ances. 
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DEPENDABLE INTERNATIONAL 
MONETARY SYSTEM ESSENTIAL 


THE need of an efficient international 
monetary system is an integral part of 
the need for international trade and 
credit. The greater the emphasis on 
nationalistic doctrines and policies in 
various countries in recent years, the 
more clearly has the indispensability of 
international trade actually been demon- 
strated. And no matter what claims 
have been made for schemes based on 
barter and off-set balancing of accounts, 
there has been constant recognition of 
the virtual indispensability of interna- 
tionally acceptable money. Even the 
most ardent advocates of managed cur- 
rencies within countries have pro- 
claimed the need of a dependable 
international monetary basis and mone- 
tary organization—Foreign Commerce 
Committee, Chamber of Commerce of 
the U. S. 
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BANK BOND INVESTMENT 


AND 


SECONDARY RESERVE 
MANAGEMENT 


By PAUL M. ATKINS 


Expert in Security Valuations 
Before the Courts and Board of Tax Appeals 


Special Liquidator of Securities for the 
Comptroller of the Currency, 1932-1987. 


Subjects discussed 
in this book 


The Non-Local Earning Assets 
of a Bank—a Management 
Problem 

The Analysis of the Balance 
Sheet Position of a Bank 

The Analysis of the Income 
Position of a Bank 

The Analysis of the Past His- 
tory of a Bank 

The Evaluation of Securities 
—a General Discussion 

The Evaluation of U. S. Gov- 
ernment Securities 

The Evaluation of State and 
Local Government Securi- 
ties 

The Evaluation of Railroad 
Securities 

The Evaluation of Public 
Utility Securities 

The Evaluation of Industrial 
Securities 

Economic, Business and Poli- 
tical Factors 

Sources of Economic, Finan- 
cial and Political Informa- 
tion 

The Primary Reserves of a 
Bank 

Secondary Reserve Policies 
and Programs 

Investment Account Policies 
and Programs 

The Purchase and Sale of 
Securities 


HIS one compact volume contains the 
most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in _ recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank’’ 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, President of the American Bank- 
ers Association says, you must “know 
your bank.” 


Price $5.00 


BANKERS PUBLISHING COMPANY 


465 Main Street Cambridge, Mass. 
290 THE BANKERS MAGAZINE for April, 1941 





t 
S 
; 
, 
h 


Why Fight 


Branch Banking? 


OR a good many years I have been 

reading the arguments for and 

against branch banking, and getting 
to know well men both in and out of 
branch banking. I number good- friends 
among some of the most convinced 
branch bank operators, and among the 
staunchest supporters and adherents of 
unit or independent banking. And, 
since I have no axe to grind, being only 
an observer, not a banker, I feel that 
I should be able to discuss the subject 
of branch versus independent banking 
objectively. : 

As a starter in doing that, let us 
glance briefly at the changed and chang- 
ing banking frontier. Half a century 
ago if a man wished to go into banking 
in the West, he just went into the busi- 
ness. He needed little capital beyond 
character, and if a charter or permit 
was required it was little more difficult 
to secure than a restaurant license. In- 
deed, a bank could be founded with 
little more than a safe and enough paint 
to inscribe “Bank” on the window. From 
then on it was a personal business—if 
the banker proved honest and competent 
he prospered, otherwise he failed and 
that was that. 

But the chances of success for such 
banks were bright. Probably three- 
quarters of all Western banks dating to 
before 1900 were originally started that 
way, and the founders of most of them 
won both fame and fortune with little 
more training for their jobs than com- 
mon sense. Expenses of these early 
banks were well-nigh non-existent. Un- 
til after the bank became well estab- 


By John Farnham 


lished there probably was no payroll 
at all, the partner or partners did all 
the work. If they made a profit they 
ate, if they didn’t, they probably quit 
business and took what capital they had 


THE BANKERS MAGAZINE 
takes no side in the branch vs. 
unit banking controversy. The 
accompanying and following 
articles are offered in the inter- 
est of a better understanding of 
both sides of this question. 

When the manuscript for the 
accompanying article, by a well- 
known West Coast financial 
writer, was received, it was sent 
to Ben DuBois, secretary of The 
Independent Bankers Associa- 
tion, with an offer of an equal 
amount of space if he desired to 
write a reply. Mr. DuBois 
accepted our invitation, and his 
article follows this one. 

The pages of this publication 
are open to comment on these 
articles, and to a discussion of 
the entire branch vs. unit con- 
troversy. All letters are welcome 
for publication, and should be 
addressed to THE BANKERS 
MAGAZINE, 185 Madison 
Avenue, New York, N. Y. 
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**T am not willing to go along 
with the independent associa- 
tions in their demands for pro- 
hibitory legislation and anti- 
branch bank rulings from the 
supervisory authorities. Such 
tactics are a waste of time and 
they disguise or avoid the real 
problem. They even make it 
appear to the public as though 
two types of banking were fight- 
ing each other over the spoils, 
which isn’t so. In the Twelfth 
Federal Reserve District, which 
is all that I write of, branch 
banking is the result of economic 
and social forces and it can’t be 
stopped by the simple expedient 
of passing a law unless you first 
find some law to stop the eco- 
nomic and social forces, which is 
highly unlikely.’’ 


left elsewhere. Similarly, there were no 
taxes, licenses, or fees to pay, and few 
supplies to buy other than paper and 
ink. Without the handicap of initial 
overhead, initial capital requirements 
and initial legal requirements, any am- 
bitious young man with a knowledge of 
bookkeeping, an idea of local credits, 
and a modest cash capital (often no 
more than $5,000) could rent a store 
front in a crossroads village and call it 
a bank. I have known men who did 
this, and who subsequently became 
wealthy, even by city standards, al- 
though they never moved from the 
original crossroads. When it is said 
that independent bankers built this 
country, it is such men that are meant. 


Changed Conditions 


But such bankers and such banks are 
no longer allowed. Instead, substantial 
capital must be provided, and all man- 
ner of complicated regulations complied 
with before the doors open. After that, 


there are insurance premiums to meet, 
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40-hour weeks to be remembered, and 
so on until the energetic: youngster de- 
cides it isn’t any game for him even 
if he has the required capital, which 
he probably hasn’t today. 

But, against the problems of starting 
an independent bank in a small and 
relatively poor community, the problem 
of establishing a branch is compara- 
tively simple. First, the branch bank 
organization already has the capital, of 
course, and its annually retained attor- 
neys can take care of all the details that 
legislators have been able to think of. 
Even the staff need not be a problem, 
for while the ambitious youngster who 
might have started his own bank in an- 
other day cannot start one now, he can 
and will take a job in a branch and 
will do as good a job as though the 
bank were his own. 

If this explains why fewer independ- 
ent banks are established it also ex- 
plains, I believe, why there is a ten- 
dency to get out of the independent 
banking business. Just as the problems 
of starting a bank have become increas- 
ingly difficult for the individual to 
solve, so the expense of running one has 
become increasingly burdensome. Above 
a certain level of resources (variable, 
of course, with the location), an inde- 
pendent bank can make expenses and 
return a fair profit; and below a cer- 
tain level, where the manager is the 
owner, the results are also satisfactory. 
But between these two points there is 
a sector where expense is out of line 
with earnings, and banks which drop 
from the independent into the branch 
system generally come from this in- 
between stage. The upper and lower 
limits on size of this median class of 
banks have a tendency to spread, and 
hence with no new banks cropping up 
it follows that there are consistently 
fewer independent banks. 


Nevada Example 


Perhaps the State of Nevada may 
serve as a sort of laboratory case ex- 
ample. With its vast expanse of arid 
land and only 100,000 population, 
Nevada originally was primarily an in- 
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dependent banking state. Then along 
came George Wingfield, who acquired 
many of the independents for what be- 
came known as the “Wingfield Group.” 
This was not a branch bank operation. 
It was chain banking, which is a very 
different thing, and the whole structure 
collapsed in 1932 with the result that, 
with a few exceptions, notably the First 
National Bank in Reno (which was not 
a member of the Wingfield Group) 
every bank in the state was closed. This 
situation remained virtually unchanged 
until 1934 when control of the First 
National Bank in Reno was offered to 
Transamerica Corporation, which hith- 
erto had not been interested in Nevada. 
Transamerica accepted the offer and the 
First of Reno became the First of Ne- 
vada. Since then, first under the direc- 
tion of Carl F. Wente and later under 
that of W. W. Hopper, it has established 
branch offices in very nearly every 
bankable town in the. state which did 
not already have banking facilities. In 
the same period, since 1934, only two 
independent banks have been established 
in the state—one in Elko, the other at 
Reno. Both of these are doing very 
well, from all reports, and the First of 
Nevada, which had about $15,000,000 in 
deposits at the end of 1935, now has 
over $33,000,000. 


Needed Service Supplied 


The point in bringing up this history 
is to call attention to the facts that when 
Nevada had independent banking it 
converted its system into group bank- 
ing, and then, during an interlude when 
the field was wide open for the estab- 
lishment of any kind of banking at all, 
nothing was done until someone estab- 
lished a branch system. In the first 
place, it is difficult to see why, if in- 
dependent banking was generally profit- 
able in Nevada, the owners of such 
banks should have sold their controls 
to the Wingfield group (the fact that 
the group subsequently failed has noth- 
ing to do with this, since the failure 
stemmed from conditions having no 
connection with banking philosophies) . 


And why, if independent banking 
offered opportunities, weren’t such 
banks established in the period when 
the field was wide open? It is true 
that 1935 wasn’t a particularly opti- 
mistic period in the banking business, 
but in other states a good many men 
began to look around for places to open 
banks. That independent bankers did 
not do so in Nevada, and that in an 
earlier period they had gone out of the 
business, would seem to indicate that 
the business did not appear attractive 
there during a considerable period of 
time. A man invests his money where 
he thinks it will bring him the largest 
return, and he does not sell his invest- 
ment unless he thinks he can do better 
elsewhere. Apply that rule in Nevada 


‘*Branch banking is the effect 
of something fundamental and 
so long as the independents con- 
tinue to think in negative terms, 
they will continue to waste their 
energies. However, that does 
not preclude action- in the posi- 
tive sense. That is, instead of 
talking about checking branch 
banking by punitive action, it 
seems to me more intelligent to 
talk of measures calculated to 
strengthen independent banking. 
In the beginning, at least, I 
doubt that much, if any, legis- 
lation would be required to do 
this, for each such bank can do 
much to help itself without 
reference to anyone else, if it 
will face the limitations of its 
size, its location and its manage- 
ment. Again and again where 
bankers have thus faced their 
limitations, they have found that 
the problems posed them by 
branch banking have been 
solved.’’ 
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and it indicates that the business did 
not look good to independent bankers, 
but did to branch bankers. I think the 
reasons for this situation were basic, 
and pertinent to our problem; and I 
doubt that, if there had been insistence 
on nothing but pure independent bank- 
ing in Nevada, this state would have 
had as much bank service as is avail- 
able today. 

The primary reason for the lack of 
independent bank vitality in Nevada 
rests on the fact that outside of Reno 
and Las Vegas it is doubtful if any such 
bank could expect to attain to a million 
dollar deposit line, and in most in- 
stances gross resources probably would 
not cross $500,000. A bank of this size 
cannot afford to hire a first-class man 
unless it plays in unusual luck. Thus, 
it usually follows that where you find 
a competent banker in such a bank, you 
find that he owns the bank. In other 
words, he is a manager-owner. There 


are many such men in American bank- 
ing, but their numbers are thinning for 
reasons that are inherent in the chang- 
ing attitude toward banking itself. 
Sketchy as it is, I think that this is 


the Nevada story and, although it is 
more complex elsewhere, it could be 
demonstrated to be the story throughout 
much of the Pacific Coast section. 

Now, personally, I don’t like this 
tendency. As a practical matter, how- 
ever, it doesn’t make the slightest dif- 
ference whether I or bankers in general 
like it or not. I doubt very much if 
Nevada would be adequately banked to- 
day had it not been for branch bank- 
ing. Consequently, we are in somewhat 
the same position as the fellow who was 
damned if he did and damned if he 
didn’t, for if the foregoing reasoning 
and the inferences drawn from the case 
of Nevada are correct, then the thing 
that we don’t like will inevitably spread 
and, for that matter, should spread if 
the public is to get the banking service 
it has been taught to demand. 


Fighting Avoids Real Problem 


But for all of that, I am not yet will- 
ing to take the negative position that 
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nothing can be done about all this. Nor 
am I willing to go along with the “in- 
dependent associations” in their de- 
mands for prohibitory legislation and 
anti-branch bank rulings from the 
supervisory authorities. Such tactics 
are a waste of time and they disguise 
or avoid the real problem. They even 
make it appear to the public as though 
two types of banking were fighting each 
other over the spoils, which isn’t so. In 
the Twelfth Federal Reserve District, 
which is all that I write of, branch 
banking is the result of economic and 
social forces and it can’t be stopped by 
the simple expedient of passing a law 
unless you first find some law to stop 
the economic and social forces, which 
is highly unlikely. 

In short, branch banking is the effect 
of something fundamental and so long 
as the independents continue to think 
in negative terms, they will continue to 
waste their energies. However, that does 
not preclude action in the positive 
sense. That is, instead of talking about 
checking branch banking by punitive 
action, it seems to me more intelligent 
to talk of measures calculated to 
strengthen independent banking. In the 
beginning, at least, I doubt that much, 
if any, legislation would be required to 
do this, for each such bank can do much 
to help itself without reference to any- 
one else, if it will face the limitations 
of its size, its location and its manage- 
ment. Again and again where bankers 
have thus faced their limitations, they 
have found that the problems posed 
them by branch banking have been 
solved. The early bankers were success- 
ful, when they were successful, because 
they conducted their businesses on 
purely individualistic lines, and for the 
small bank that is still likely to be the 
key to success. It takes courage, of 
course, to be an individualist because 
sooner or later it results in the charge 
of “anti-social,” but considering that 
branch banking has developed out of 
social forces, it makes a lot more sense 
to be anti the cause than anti the effect. 
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“On Active Duty” 


Surely, steadily, the power of this nation to defend itself has emerged from 
the ‘‘preparation’’ stage; great planes, sturdy tanks, new warships, modern 
arms are pouring from the crucibles of the national effort. 

Less frequently headlined, but also a necessary part of our protection, are 
blankets, drills, tent cloth, heavy shoes and thousands of other essentials— 
all vital to a fully prepared, fully equipped America. 

Behind this gigantic effort a great army of credit dollars is mobilized, 
assuring industry of sufficient funds to meet the demands of our huge national 
defense program. Today, credit answers this call to service at costs to the 
borrower lower than ever before in the nation’s history. 

The Chase, in its relationships with correspondent banks throughout the 
country, is cooperating in vigorous measure in the financing of defense in 


its varied phases. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
Member Federal Deposit Insurance Corporation 
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We Must Freeze 


Branch Banking 


HE aggressive spirit of American 

business has not always been well 

directed. Its disregard for sound 
economics and its careless destruction 
of human values have sometimes 
brought on a national headache. Those 
who have aspired to business leadership 
have not always been actuated by the 
highest motives. The pyramiding of 
public utilities, the expansion of chain 


Most banking publications 
have felt that the branch vs. 
unit banking question was too 
controversial to touch, THE 
BANKERS MAGAZINE, how- 
ever, feels that most bankers will 
welcome a frank, open discus- 
sion of both sides of this con- 
troversy. Thus, while this pub- 
lication takes no side, its pages 
are open for comment and sug- 
gestion from readers. Letters 
should be addressed to THE 
BANKERS MAGAZINE, 185 
Madison Avenue, New York, 
N. Y. 

The accompanying article was 
written, at our invitation, to 
take the other side of the ques- 
tion discussed by Mr. Farnham 
in the preceding article. The 
author of this piece, Ben Du- 
Bois, is president of the First 
State Bank, Sauk Centre, Min- 
nesota, as well as being secre- 
tary of The Independent Bank- 
ers Association. 


By Ben DuBois 


Secretary, The Independent Bankers Asso- 
ciation, Sauk Centre, Minnesota 


stores in retail trade, the consolidation 
of independent unit banks into branch 
or holding company systems were not 
brought about by any public demand. 
In fact, these movements have often 
been disguised, and the language of 
their proponents has been misleading. 

As our country passed from an agri- 
cultural nation into an industrial nation, 
our whole financial and social system 
underwent a change. Big business units 
became possible. Mass production was 
the order of the day. We were con; 
tinually looking for bigness in business 
and looking up with awe at the so-called 
“super men.” These big business or- 
ganizations occupied such an important 
part in their respective fields as to sub- 
merge the lesser concerns and to free 
themselves from the purifying effect of 
business competition. This has called 
for more and more government regula- 
tion, and our governmental authorities 
have found that monopoly is difficult 
indeed to properly control. 


Lack of Popular Demand 


In line with everything else it was 
but natural that banking should be- 
come more and more centralized. Our 
metropolitan banks have grown to an 
enormous size. They must match the 
bigness of industry, but there is nothing 
in the financial picture to make it neces- 
sary to bring these big banks together 
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in one system or necessary for a system 
to pick up the small banks scattered 
throughout the country. A bank can be 
of sufficient size, like the Continental 
of Chicago, to meet every requirement 
without a system of branches, and why 
a city bank with a large number of cor- 
respondent banks should desire to 
change this customer relationship plan 
into one of ownership with the liabil- 
ities that attach thereto is not under- 
standable. While this whole idea of 
branch banking is more or less a prod- 
uct of the times, with its prevailing 
ideas of expansion, it was never 
brought about by popular demand. It 
was generally brought about in spite of 
public opposition. The recent Michigan 
situation is well in point. Here the 
people of the state, the banking fra- 
ternity, and the Commissioner of Banks 
are all opposed to the movement to turn 
five national banks into branches of a 
central institution. This is a case where 
the proponents of a branch system have 
moved in, hoping to be permanent un- 
der the strength of a defect in the state 
statute. It shows the length they will 


go to accomplish their end. The pro- 


ponents of branch banking seldom move 
openly and directly. They do not as a 
tule propose general branch banking 
and attempt to directly legalize it. They 
appear as defenders of our independent 
banking system, asking for a slight 
change in the prohibitory statute that 
will permit them to open the door just 
a bit. It is the corroding process, 
gradually wearing away the prohibitions 
against branch banking but not expand- 
ing abruptly enough to arouse public 
suspicion as to their ultimate objective. 
In some states the service associations 
of the banking fraternity have felt that 
the issue has been too controversial to 
touch, and unorganized banking has 
been too late in its opposition to the 
branch bank movement. 

While a nation-wide system of branch 
banking is generally scowled upon, 
there are some who favor Federal- 
District branch banking, and then there 
are others who feel that branch banking 
should not violate a state line—this lat- 
ter position is that of the American 
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‘‘Branch banking is a form of 
distant landlordism that will al- 
ways be objectionable to a free 
people. The substitution of a 
manager for a real bank manage- 
ment is not productive of better 
service. The home-owned, home- 
managed institution with its 
sensitiveness to public demands 
is more a component part of any 
community than a branch of 
some distant metropolitan insti- 
tution. Banking is an indivi- 
dual, personal business, and each 
customer desires the opportun- 
ity of discussing matters with 
the real ‘yes’ and ‘no’ man of 
the institution rather than with 
a manager of some distant home 
office.’’ 

‘*You cannot expect to de- 
velop the individualism so com- 
mon to small communities if the 
business of that community is a 
mere office of some distant 
organization. These managers 
cannot be the integral part of 
the community life that the in- 
dependent banker is and has 
been.’’ 


Bankers Association. Some states have 
a limited form of branch banking re- 
stricted to counties or adjacent counties 
with limited banking privileges to their 
branches. This latter type is rather 
innocuous in its early form but could 
easily be the camel’s nose under the 
tent. 


‘Distant Landlordism’’ 


Branch banking is a form of distant 
landlordism that will always be objec- 
tionable to a free people. The substitu- 
tion of a manager for a real bank man- 
agement is not productive of better 
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‘Independent banking, as it 
is now conducted—fortified by 
FDIC insurance and benefited 
by an economic system that is 
more intelligently directed by a 
Federal Reserve Board that has 
learned much—faces a reason- 
able future if it can hold in 
check those forces that would 
monopolize American banking. 


There is definitely only one way 
to perpetuate our old system and 
that is through Federal legisla- 


tion. Our association is sup- 
porting a proposal that would 
freeze branch banking as it is— 
destroy nothing that has been 
done, but maintain the status 
quo.”’ 





service. The home-owned, home-man- 
aged institution with its sensitiveness to 
public demands is more a component 
part of any community than a branch 
of some distant metropolitan institution. 
Banking is an individual, personal busi- 
ness, and each customer desires the op- 
portunity of discussing matters with the 
real “yes” and “no” man of the institu- 
tion rather than with a manager of some 
distant home office. 


You cannot expect to develop the in- 
dividualism so common to small com- 
munities if the business of that com- 
munity is a mere office of some distant 
organization. These managers cannot 
be the integral part of the community 
life that the independent banker is and 
has been. 

Main Street has done much for this 
nation. It has developed a conserva- 
tive leadership that has played an im- 
portant part in the nation’s affairs. The 
country cannot afford to have Wall 
Street take over the business activities 
of Main Street. It would be a scheme 
of things that has no place in a democ- 
racy, and would do the country as a 
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whole an irreparable damage. The 
branch bank of a distant institution can 
never have the flexibility, the elasticity, 
the speed of action on important mat- 
ters that is inherent in the heme-owned. 
locally managed institution. It is hard 
te conceive why, with a banking insti- 
tution that is strictly American, we 
should try to supersede it with a foreign 
system. The branch bank system car- 
ried out to its ultimate conclusions in 
the economic field would be similar to 
a dictatorship in a political field. We 
hope that the English system of banking 
and the German system of government 
will never reach our shores. 


Free Enterprise Cornerstone 


We know this to be a dynamic world. 
We expect tremendous changes to take 
place. We know the framework of our 
business enterprises will undergo altera- 
tions, but the basic pattern that we will 
follow must be American. We must 
avoid totalitarianism by either the 
monopolistic or bureaucratic route, and 
we must not forget that monopoly be- 
gets bureaucracy and that bureaucracy 
can easily beget socialism or, worse 
still, fascism. The independent bankers 
are strong defenders of our capitalistic 
system, a bulwark against socialistic 
trends; and further, independent bank- 
ing is the cornerstone of free enterprise. 
To maintain a capitalistic system we 
must have many people owning and di- 
recting business enterprises, be they big 
or little. 

Independent banking, as it is now 
conducted—fortified by FDIC insurance 
and benefited by an economic system 
that is more intelligently directed by a 
Federal Reserve Board that has learned 
much—faces a reasonable future if it 
ean hold in check those forces that 
would monopolize American banking. 
There is definitely only one way to per- 
petuate our old system and that is 
through Federal legislation. Our asso- 
ciation is supporting a proposal that 
would freeze branch banking as it is— 
destroy nothing that has been done, but 
maintain the status quo. Our support 
should be nation-wide. 
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COUNTRY BANK RESEARCH 


RESEARCH has an important part to play 
in the building of bigger and more 
profitable business for country banks. 
In the first place, the farming popula- 
tion consists of more than one-third of 
the whole country. The annual farm 
income, although relatively smaller than 
that of business and industry is more 
than eight and a half billion dollars. 
As bankers, we must go forward in a 
positive program of improved methods. 
We must “know our banks” by develop- 
ing standards of operating efficiency 
against which the individual banker can 
check his operations, by providing ade- 
quate records, and by providing a plan 
of budgetary control for the use of our 
banks. . 

We must “know our customers” by 
assuming a more aggressive attitude 
with respect to the procurement of 
loans, including the assembling of rec- 
ords of our trading areas and of the 
people of those areas so as to prove 
that our banks have an understanding 
of the legitimate credit needs of our 
communities. We must provide a 
proper quality of credit to meet the 
farmers’ needs, including a plan of re- 
payment commensurate with the ability 
of the borrower to repay.—A. G. Brown, 
deputy manager, American Bankers As- 
sociation, in a recent address. 


© 
MUTUAL SAVINGS INVESTMENTS 


WE have heard a great deal lately about 
the savings capital of the nation being 
principally available to “big business.” 
I doubt that that statement will stand 
up under examination. Assuredly it 
will not in the case of mutual savings 
bank assets. At the beginning of this 
year, 40 per cent of the funds entrusted 


to mutual institutions was invested in. 


mortgages and largely in home mort- 
gages. The next largest item was 26 
per cent invested in Government bonds 
and we have expressed our willingness 
fully to codperate in defense financing. 
—Myron F. Converse, president, Na- 
tional Association of Mutual Savings 
Banks, in a recent address. 


KEEP PACE WITH THE 
GREAT UPSURGE OF 
BUSINESS IN THIS 


tee ss a wi 
eRe ere eaten 


No section of the country is showing 
a more rapid expansion of business 
activity than the Great Lakes indus- 
trial region. 

We know how vigorous this upsurge 
is ...iniron and steel and other metals; 
in machine tools, automotive goods and 
airplane parts; in rubber, glass and 
building materials; and in the produc- 
tion of all kinds of consumer goods. 

With more than 50 years of specialized 
experience in the Great Lakes industrial 
region, Central National Bank is well 
equipped to handle your requirements 
with necessary promptness. We invite 
your inquiries. 
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I, War Comes - 


how will it affect American banking ¢ 
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@If and when M-Day (Mobilization Day) comes how will it 


affect our banking and financial institutions? What has happened 
to the banks in Germany and Italy under a totalitarian regime? 
What has happened to the British banks? What control will the 
Government assume over banks in this country if M-Day comes? 
How will the world economic revolution affect American bankers? 


You will find the answers in 


DAY 





Banking and Finance 


By A. PHILIP WOOLFSON 


A number of books and booklets 
have been written on M-Day, detail- 
ing its effects on the individual and 
on business in general. Little or 
nothing, however, has been said of the 
effects of M-Day and a war economy 
on banking and finance. Thus, the 
present study fills a definite need. 

Dr. Woolfson, member of the New 
York Bar, economist and banking 
authority, and a frequent contributor 
to THE BANKERS MAGAZINE, gives 
a background of what war has meant 


Member of the New York Bar 


Price $2.50 Delivered 
BANKERS PUBLISHING COMPANY 


465 MAIN ST., CAMBRIDGE, MASS. 
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to banking in England, Germany and 
Italy—and, even more _ important, 
shows what is planned for, and what 
is likely to happen to, banking and 
finance in this country if the United 
States becomes involved in war. 
This book tells how the War, if and 
when it comes, and our rearmament 
program are likely to affect bank 
credit extension, interest rates, branch 
vs. unit banking, Government securi- 
ties, bank personnel problems and the 
American banking system in general. 









No Time to Read? 


S your desk or library stacked high 
with unread publications? Does 
your bank often miss out on helpful 

information or good ideas because you 
and other officers and department man- 
agers have “no time to read” all the 
magazines, bulletins, reports, reviews, 
etc., that you would like to, or should? 
Many bankers have this problem. 
They sincerely want to read all the 
worth while material that comes out in 
published form regarding the banking 
business. They know that they must do 
this if they are to keep abreast of de- 
velopments—if they and their banks are 
to keep step in today’s fast-moving pa- 
rade. Yet there’s that problem of time. 

On the other hand, there are many 

bankers who do manage to keep up with 
all worth while banking and business 
publications—bankers who always know 
what is going on in Washington and in 
their state capital, who keep informed 
on the social, political and international 
as well as the economic and financial 
trends affecting banking—bankers who 
are the first in their towns to make use 
of new ideas and services, and are al- 
ways a step or two ahead of develop- 
ments, well prepared for them. This 
type of banker generally has more pub- 
lications coming to his bank than does 
the “no time to read” type—and he 
manages to make use of all of them. 
No worth while publication is left in its 
wrapper or filed away unread. 


Systematize Reading 
How do they do it? How do some 
bankers find time to read all these pub- 
lications and still handle their routine 
duties each day? It’s generally very 
simple—they have systematized their 


By R. E. Doan 


reading—they have learned how to 
handle the scores of publications that 
come across their desks every day-—how 
to get the most out of each magazine, 
report, review, bulletin, etc., with a 
minimum expenditure of time and effort. 

Their methods are numerous. They 
utilize many “systems,” ranging from 
that employed by the banker who takes 
a few publications home with him each 
day and spends his evenings reading, 
to the bank where one or more people 
are assigned to the task of going through 
all publications and preparing a digest 
bulletin of the essential material and 
circulating this among all officers and 
key men in the bank. These are two 
extreme methods, however—the first be- 
ing not only unnecessary, but unfair to 


The advantages of a ‘‘publi- 
cations service’’ such as that de- 
scribed in the accompanying ar- 
ticle are many. Use of it will 
bring information and new ideas 
to the right men in your bank 
while the material is fresh; will 
eliminate time and effort con- 
suming searches through each 
publication by each officer and 
department manager to find the 
one or two items of interest to 
him; and will provide your bank 
with an invaluable reference file 
on all phases of banking and 
finance. 
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Check Here 
After Reading 


Return to Publications: Service 


The attached material is of especial interest to you and to your department. 
Please read and pass along PROMPTLY so timeliness of material may be 


retained for others interested in it. 


FIGURE I—“Routing Slip”—for use in bringing articles or entire publications to the 


attention of officers and department heads. 


the banker himself and to his family, 
and the second being too complicated 


and costly for the average bank. 


**Publications Service’? Method 


In between these extremes there is a 
tried and successful method of utilizing 
all the publications you now take, and 
you'd like to take, to your bank’s best 
advantage. This method is simple, and 
works out as follows: 

First, have all publications (maga- 
zines, bulletins, newspapers, surveys, 
bank letters, reports, etc.) sent to one 
individual or department in the bank. 
If you have a librarian, he or she is 
the proper person; otherwise, a good 
choice is your advertising or public re- 
lations department, or anyone who has 
a working knowledge and familiarity 
with all departments of the bank, which 
is a requesite for getting the most out 
of this method. 

As soon as each publication comes té 
the man or department designated to 
handle your “publications service,” it 
should be checked through to determine 
exactly which officers and department 
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(Actual size shown.) 


heads will be interested in each of the 
various articles or items. Each of these 
articles or items should then be sent im- 
mediately to the man or men concerned. 

Do you begin to see what this means 
in time and effort saving to you and to 
your fellow officers and department 
managers? It means that you need not 
let entire publications pile up on your 
desk until you have a chance to look 
through them. It means that you need 
no longer go through each and every 
one of these publications page by page, 
like hunting for a needle in a haystack, 
searching for the one or two articles or 
items of particular interest to you. It 
means that your associates need no 
longer wait until you have finished and 
the publication has lost its timeliness 
before they are forced to repeat the 
needle in a haystack search for material 
of value to them. Instead, your atten- 
tion and theirs is brought to the specific 
items of interest almost immediately 
upon arrival of the publication. Thus, 
not only is the timeliness of the material 
assured, but it reaches each of you in 
a more. or less steady stream—one or 
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Items below are from 


Please read, place check mark opposite your name, and pass along 
PROMPTLY so timeliness of material may be retained for others interested 


in it. 


FIGURE II—“Clipping Sheet’—for use in bringing short items of interest to officers 


and department heads. 
inches wide, 14 inches long. 


two or three articles or items each day 
throughout the month, enabling you to 
keep up with your reading in odd mo- 
ments each day. 


Operating Detail 


However, to get back to the actual 
operation of this method. Two forms, 
both of which can be mimeographed or 
printed, are needed. The first of these, 
a “routing slip” (see Figure I), is for 
use in bringing articles or entire pub- 
lications to the attention of those inter- 
ested. It should have a number of lines 
for the names of the officers or depart- 
ment managers who will be interested 
in the article or publication attached, 
and a request that the material be read 
promptly and passed along to the next 
person indicated or returned to the 
“publications service.” 

The other form needed is a “clipping 
sheet” (see Figure II), to handle short 
items of interest—items so short that 
they would be inconvenient to handle 
and easily lost if circulated with a 
“routing slip.” The “clipping sheet” 
should be a legal size sheet (8% by 14 
inches). The heading and copy can be 
mimeographed at a very small cost, and 


Heading only is shown, in reduced size—sheet should be 8% 


should include not only spaces for the 
names of those interested in the short 
items pasted on the sheet, but a line 
for the name and date of the publica- 
tion from which the item or items were 
clipped. In addition, of course, the 
usual copy requesting prompt reading 
and forwarding should be included. 
These “clipping sheets” are especially 
useful in handling newspaper items—an 
important part of the bank’s “publica- 
tions service.” Since the average person 
looks through but one or two news- 
papers a day, and usually doesn’t care- 
fully scan each item in the paper, he 
often misses something of real impor- 
tance—something that may indicate a 
local population trend for which the 
bank should prepare, or perhaps an item 
of importance regarding a customer, or 
a new lead on a prospect. Your “pub- 
lications service,” however, being defi- 
nitely assigned to the task will eliminate 
these missed opportunities—will bring 
all items of interest and value promptly 
to the right man or men’s attention. 
Each of the local newspapers can be 
checked as soon as it comes in, the 
items of importance clipped and pasted 
to a “clipping sheet,” and these routed 
out immediately to those concerned. 
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Finally, when the material attached 
to your “routing slips” and pasted to 
your “clipping sheets” has gone the 
rounds and been returned to the “pub- 
lications service” department, it should 
be checked carefully to determine 
whether or not it is unlikely to be of 
lasting reference value. Whatever is of 
merely current interest can be de- 
stroyed; whatever may be of value later 
should be filed away in a permanent 
reference file—classified according to 
department (Advertising, Analysis, 
Commercial, Correspondent, Credit . . . 
Safe Deposit, Savings, Trust, etc.). It 
can be further classified under each de- 
partment as far as you may find advis- 
able for ready reference. 


Problems 


Two problems will be encountered in 
handling the “publications service.” 
First, some banks may want to keep 
certain publications intact—may not 
want them cut up for distribution of 
individual articles or items. In most 
cases there will be very few such pub- 
lications—especially when the reference 
file is put into operation and it is found 
so much simpler to refer to the indi- 
vidual articles in the proper folder 
rather than looking through the various 
publications or their indexes. The best 
solution to this problem—one utilized 
by many banks—is to subscribe to two 
copies of each publication you desire 
to keep intact permanently. One of 
these can be cut and circulated, the 
other kept in complete form. It is also 
possible to secure bound volumes of 
some publications from the publishers 
—each volume containing six to twelve 
issues of the periodical, completely in- 
dexed. In any event, the “routing slip” 
can be utilized as well for a complete 
publication as for an individual article 
—it merely requires the listing of more 
names (and page numbers of the article 
of interest to each individual) on the 
slip attached, and it will, of course, en- 
tail more delay along the line. 

After such complete publications are 
returned to the “publications service” 
department, the individual articles, with 
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page number, publication title and date, 
can be noted on file sheets and these 
inserted in the proper folder in the ref- 
erence file before placing the publica- 
tion in the library. Thus, each reference 
file folder will contain either the actual 
article or a handy list of all material 
available in the bank on the subject. 


The second problem will be that of - 


circulating articles or items when an- 
other one, also of interest, appears on 
the reverse side of the same page. In 
such cases, two solutions are possible. 
First, to type off the shorter of the two 
items or portions of an article, and cir- 
culate the typed copy instead of the 
printed page. This leaves the article or 
item on the other side of the page free 
for circulation. The second method is 
to circulate one of the two articles in- 
volved to all interested parties, then, 
when it is returned, start the other ar- 
ticle or item out, completing it with 
the returned page. (In this case, if both 
articles or items are to be placed in the 
reference file, it will of course be neces- 
sary to type a portion of one anyway.) 


Advantages 


The advantages of a “publications 
service” such as that outlined are many. 
After the person assigned to this job 
has handled it awhile, it will be found 
that only a few moments a day are re- 
quired to glance over incoming publica- 
tions, cut out the valuable articles or 
items, route these out to the men con- 
cerned, and later to file away important 
reference material. No more will each 
officer and department head have to 
search through each publication to find 
one or two items or articles of interest. 
No more will publications stack up 
“unread.” Material will reach each 
man’s desk in a smooth stream, and 
each article or item will be of real in- 
terest to him. Information and new 
ideas will be brought to the right man’s 
attention immediately, and he will have 
“time to read.” In addition, a refer- 
ence file on all departments of the bank 
and on all phases of banking will be 
built up—a file that will be found in- 
valuable as time goes on. 





The Situation of 


Frozen Foreign Funds © 


HE Executive Regulations freezing 

certain foreign funds in the United 

States were set forth and explained 
in a previous issue of this magazine.* 
The regulations are still in force and 
have been amended only in regard to 
minor details. Their practical applica- 
tion has resulted in the crystallization 
of certain principles which will be dis- 
cussed in the following paragraph. 


Dominant Principle 


The dominant principle of the freez- 
ing regulations is the rule that accounts 
belonging to the occupied countries or 
their nationals, or to persons who were 
domiciled or resided therein at the time 
of the occupation, cannot be disposed of 
except upon the granting of a special 
license by the United States Treasury 
Department. Such licenses have been 
generally refused if there seemed to ex- 
ist an even remote possibility of the 
funds reaching directly or indirectly the 
occupying powers, their agents or other 
persons connected with them. Quite in 
contrast to the foreign exchange regu- 
lations of most of the other countries, 
the United States regulations do not 
purport to prohibit the withdrawal of 
foreign funds from here, but are merely 
intended to render impossible the trans- 
fer of the moneys in such accounts to 
others than the true owners, or compul- 
sion of the latter to dispose of them 


*See “U. S. Freezing of Foreign Credits,” 
by Frederick W. Eisner, in the October, 
1940, issue of THE BANKERS MAGA- 
ZINE. 


By Frederick W. Eisner 
Member of the New York Bar, 
New York City 


contrary to their free will and real in- 
tentions. If it can be shown to the 
satisfaction of the Treasury, in indi- 
vidual cases, that no such possibility 
can conceivably arise, and that the pur- 
pose of the proposed disposition is in 
accord with the aims and designs of the 
regulations, special licenses have fre- 
quently been granted upon proper ap- 
plication. 

Special difficulties have arisen in such 
cases where not only the American 
freezing regulations apply, but where 
the goveruments of the respective 
countries have issued regulations of 


In the October, 1940, issue of 
THE BANKERS MAGAZINE, 
Mr. Eisner clarified the regula- 
tory measures taken by the 
United States in freezing for- 
eign credits belonging to the 
governments and nationals of 
occupied European countries. 

In the accompanying article, 
he discusses various problems 
and questions which have arisen 
from the practical application 
of the regulations freezing these 
credits. 
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their own intended to prohibit the cap- 
ture by their enemies of their nationals’ 
funds in foreign countries. This applies 
primarily to the Netherlands. The 
Royal Dutch Government in London 
promulgated, on May 24, 1940, a de- 
cree, amended in June, 1940, which 
‘vests title in that government to most 
claims which belong to natural or legal 
persons domiciled in Holland, in so far 
as these claims are capable of being 
transferred, sold, or the like outside of 
the Dutch realm in Europe. Whenever 
the decree of the Netherland Govern- 
ment applies, a license issued by the 
Treasury Department in Washington 
does not suffice to unfreeze an account 
inasmuch as, under the provisions of 
the Royal Dutch decree, the owners have 
been deprived, for the time being, of 
their title to the property, the title hav- 
ing been vested in the Royal Dutch Gov- 
ernment. The Dutch Government, in 
the above-mentioned decree, has re- 
served the right to restore in certain 
cases the property forthwith to the 
owners, if the Dutch Minister of Justice 
and Minister for the Colonies agree on 
such restitution. However, so far as 
known, the Dutch Government does not 
ordinarily avail itself of such power in 
regard to accounts in the United States. 
Under our system of government, 
neither the Treasury Department nor 
other authorities in Washington hold 
the power to decide in a binding man- 
ner whether or not the Dutch decrees 
ought to be considered as valid law in 
the United States. Such question can 
finally be decided only by our courts. 


Legal Question Involved 
Under the fifth and fourteenth amend- 


ments to our Constitution, no person 
may be deprived of his property with- 
out due process of law. The question 
is whether such prohibition applies to 
laws of foreign governments relating to 
property situated within the United 
States. The broad problem of the valid- 
ity of foreign expropriation laws in the 
United States has been repeatedly be- 
fore our courts. However, there seems 


to be no case recorded in which the 
facts were exactly the same as created 
by the decrees of the Dutch Government. 
There are some instances where Ameri- 
can creditors of ‘Dutch owners of ac- 
counts with New York banks have at- 
tached such accounts for the purpose of 
getting payment of claims they hold 
against the Dutch debtors. In such situa- 
tions, the question will be whether or 
not the rights of such third persons 
ought to be considered in deciding the 
question of the validity of the provisions 
of the Dutch decrees. It also may con- 
ceivably be of importance whether the 
person is an American citizen or an 
alien, and there are several other rela- 
tions which may have a bearing on the 
problem. No decision has as yet been 
handed down. However, even in case 
the courts should decide against the 
validity in the United States of the 
Dutch decrees, there still would remain 
the necessity of obtaining a license from 
our Treasury Department in order to 
dispose of the funds. This would assure, 
under any circumstances, the strict ob- 
servance of the aims and prohibitions 
of the American freezing regulations. 


French and Belgian Funds 


Similar to the attachments granted 
by our courts against Dutch debtors, 
attachments have been obtained in this 
country against American assets of 
French debtors with the aim of receiv- 
ing payment of the debts. As the 
French Government has not taken title 
to the foreign assets of its subjects, the 
satisfaction of such claims seems assured 
if the courts find them to be generally 
justified, and if the Treasury grants the 
necessary license for the disposition of 
the funds. 

Special regulations have furthermore 
been issued by the Belgian Government. 
The Belgian regulations, however, do 
not go so far as the Dutch decrees, and 
no vesting of title in the Belgian Gov- 
ernment is provided for. The Belgian 
decrees in question are dated February 


2, 1940, and October 31, 1940. The. 


first law, signed by King Leopold a few 






306 THE BANKERS MAGAZINE for April, 1941 








nm w=" Yo OOF 


a ee ee | ee .. 7 


Ee Ae ee Wi eee 


»- Ye = OO OO DO = OD 


months before the German invasion, 
dispensed with the observance of the 
provisions of laws and by-laws in con- 
voking the board of directors and the 
general assembly of Belgian companies, 
and suspended the powers of the gen- 
eral assembly, of the directors, and in 
general of all those who by any title 
have the right to dispose of the prop- 
erty or the rights of the company, when- 
ever such assembly meets or such per- 
sons reside in a part of the territory 
occupied by an enemy power, and when 
property, rights or persons outside this 
part of the territory are concerned. The 
law of October 31, 1940, promulgated 
by the Belgian Government in London, 
added the further provision that di- 
rectors, managers or other persons 
whose signature has the same authority, 
residing outside the occupied territories 
may exercise the powers attributed by 
law or the by-laws to the administra- 


_ tive organ of the company, with a view 


to providing for the management of the 
property and rights thereof and, when 
circumstances require, the firm’s activity 
outside the said territories. A person 


is considered as residing outside occu- 
pied territory if he has actually and 


continuously lived there for at least six 
months. The Belgian diplomatic and 
consular representatives abroad may 
certify to such persons the fulfillment 
of such conditions. 

As it appears from the above, the 
Belgian decrees do not undertake to 
limit in any degree the free disposition 
of accounts of natural persons. In re- 
gard to companies and corporations, 
however, while no divesting of owner- 
ship has been found necessary, organs 
of companies residing within the occu- 
pied territory have, for the time being, 
been divested of the power to dispose of 
the accounts; but such powers may, in 
appropriate cases, be exercised by per- 
sons without the occupied territory. 

In concluding, it can be said that the 
American freezing regulations have, 
while avoiding undue hardship, well 
served the purpose they were intended 
for. The purpose is, of course, only a 
temporary one, and future legislation 
will have to find a final solution. 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor 
Tre First Nationat Bank or Boston 
Boston, Mass. 


cd 


Tes BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with ‘a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


Te ee ee ee 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control” by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 
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The Basic Needs for 


Trust Service 


IHE Graduate School of Banking re- 

cently submitted the following 

problem to its students majoring in 
trusts: An advertising man says to you, 
as head of the trust department, “I am 
preparing a series of six newspaper ad- 
vertisements on the basic needs for the 
services of a trust institution in this 
community. I should like you to give 
me the theme and main points of each 
of these advertisements.” 

The eighty or more answers to this 
problem constitute what is, perhaps, the 
best statement yet made of the basic 
needs of people for trust service. These 
students as a group think that people 
have at least seven basic needs for trust 


GILBERT T. STEPHENSON 


By Gilbert T. Stephenson 


Director, Trust Research Department, 
The Graduate School of Banking, 
American Bankers Association, 
New York City 


service which can be supplied only or 
can be supplied best by trust institu- 
tions. They think that, if people are 
made to realize their needs in this re- 
spect, that realization in itself will 
create in them the desire to know about 
trust service. These basic needs are 
(1) continuous existence and capacity, 
(2) financial responsibility and ac- 
countability, (3) specialization, (4) 
collective information and group judg- 
ment, (5) impartial and confidential 
administration, (6) accessibility, and 
(7) governmental supervision. 

People make wills today which may 
not be probated until twenty or more 
years from now and create trusts now 
that may run seventy-five or more 
years after their death. Hence the basic 
need for continuous existence and ca- 
pacity, more assurance of which, in the 
nature of things, can be given by a 
trust institution as a corporation than 
can be given by an individual. 

People who create estates for the use 
and benefit of members of their family, 
friends and cherished objects of human 
welfare need as attributes of executors, 
trustees and guardians financial respon- 
sibility and, what is more, prompt, un- 
questioned financial accountability. 
Hence the basic need for financial re- 
sponsibility and accountability, more 
assurance of which can be given by the 
trust institution, with its*large capital- 
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ization and business status, than can be 
given by an individual, whether mem- 
ber of the family or friend or business 
associate. comm * 


Specialization, Group Judgment 


The settlement of estates and admin- 
istration of trusteeships and guardian- 
ships and performance of agencies call 
for specialists in many and _ varied 
fields, such as bookkeeping, accounting, 
investment, taxation, and _ property- 
management. No individual can be a 
specialist at once in all these fields. 
Hence the basic need for a trust insti- 
tution that can bring together the tal- 
ents and services of a group of 
specialists. 

The foregoing trust functions like- 
wise call for the exercise of the com- 
posite judgment of a group of persons 
—officers, members of committees and 
of boards—each drawing upon his own 
business or professional or financial 
knowledge and experience and drawing 
also upon the collective information 
supplied by the above-mentioned spe- 
cialists. Hence the basic need for a trust 
institution that can have the benefit of 
such group judgment of officers and 
directors of broad and varied ex- 
perience. 

People desire ardently that their es- 
tates and trusts be handled impartially 
as regards the beneficiaries and confi- 
dentially as regards all the rest of the 
world. Hence the basic need for a trust 
institution that makes a business of 
handling estates and trusts and that has 
in its service only persons who take a 
professional attitude—one of absolute 
confidentiality—toward ll personal 
relationships. 


People desire also oftheir executors, 
trustees and guardians that they be ac- 
cessible at all reasonable times without 
absence or inaccessibility on account of 
illness or personal affairs or other 
causes. Hence the basic need for the 
trust institution with its fixed and well 
known place of business, its stated busi- 
ness hours, and its definite assignments 
of duty to members of its staff. 
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Finally, people want their executors, 
trustees and guardians to be guided in 
doing right and to be kept from doing 
wrong rather than to be caught and 
punished after they have, ignorantly or 
wilfully, done wrong. Hence the basic 
need for governmental supervision de- 
signed to improve trust practices and 
to forestall wrongdoing. 

We ought to tell people their own 
basic needs for trust service; tell them 
what trust service means to them and 
their family and friends and business; 
tell them what trust services the trust 
institution has to offer them; tell them 
what the trust institution only can do 
for them or what it can do for them 
better than anyone else can do. We 
ought to tell the people all these things; 
tell all of them; tell them over and 
over, line upon line, precept upon pre- 
cept, here a little, there a little. And, 
above all, we ought to tell them in 
ABC language. 

Does any trust man doubt that it may 
be worthwhile to try to create in the 
general public—the low income group 
and the no income group as well as 
the upper income group—a desire to 
know about trust service or, once the 
desire has been created, doubt that it 
may be wortwhile to try to tell the 
public what it vas, '° know about 

? If sof he 


until it 
Woodrow 


tiga 


voice of Amersta} 
seats of learning. 
mur from the hills phe ad and the 
farms and factories and the mills, roll- 
ing on and gaining volume until it 
comes to us from the homes of common 
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men.” The same principle applies to 
trust service. Trust business has a se- 
cure place in American economy only 
to the extent that trust service is under- 
stood, is. accepted, and is spoken well 
of in the homes of common men.—From 
an address at the recent ABA Mid-Win- 
ter Trust Conference. 
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Bank 


ales Consciousness 


Y sales experience has _ been 
M secured with industrial organiza- 

tions and therefore it is only 
natural for me to compare banking 
problems with those of industry, to 
notice the similarity of banking changes 
of industry and, further, to draw the 
conclusion that the same corrective 
measures which have solved and are 
solving industry’s problems will also 
help solve those of banking. 

As an outsider, I would like to make 
this observation: when it comes to pro- 
duction and accounting, in my opinion, 
banking occupies a position today com- 
parable to the best organized and di- 
rected industrial organizations in the 
country. In fact, I think your shops 
are far more efficiently operated than 
those of the average high type manu- 
facturer and that the precision of your 
routine is a remarkable achievement. 
You certainly don’t have to seek help 
from industry in this respect. 


Bankers Can Be Salesmen 


So far as sales procedure is con- 
cerned, I believe you can well profit 
from industry’s experience. I think also 
that after you have focused on sales 
procedure and studied it in the same 
intensive manner as you have other 
phases of your business, you will be 
just as expert in the art of merchandis- 
ing as anyone else who has a product 
to sell. I have always resented the 
opinion that “bankers aren’t salesmen,” 
implying that they couldn’t be. My 
reply is always that they can be and 
they will be whenever they become con- 


By G. W. McSweeney 


Sales Manager, De Luxe Check Printers, 
Ine., Chicago 


vinced that it is necessary in order to 
conduct their business in a profitable 
manner. Apparently. that time has 
come and judging from the progress 
which already has been made, I don’t 
think it will be long before you have 
one of the most effective sales organ- 
izations in the country. 

As your program becomes more 
aggressive and concerns itself more with 
merchandising, you will devote more 
time to sales activities and will soon 
recognize the great necessity for larger 
sales staffs. Just as an industrial organ- 
ization, when changing from wholesale 
to retail selling, realizes that it must 
employ more salesmen, so you will also. 
The package you are now selling is 
smaller, the base of your potential 
market is broader, there are more con- 
tacts to make, more deals to close and 
you just have to use more people to do 
the job. 

So the first step in building larger 
sales staffs is developing more sales- 
conscious people in banks. From this 
large group of employes, numbering 
some 285,000 at the present time, you 
are going to experience no difficulty at 
all in getting a sufficient number to do 
a bang-up job. But the developing work 
itself is no easy task and this burden, 
for the most part, will fall on the 
shoulders of your senior officials. There- 
fore, the sales tempo in your institution 
depends largely upon their willingness 
to accept the proposition that “retail 
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banking needs more salesmen.” So far 
as the juniors are concerned, I submit 
that you will be pleasantly surprised to 
find so much good timber among them. 


Sales Consciousness 


How shall we define “sales conscious- 
ness?” It isn’t necessarily “sales abil- 
ity” or an understanding of “salesman- 
ship.” I know any number of men who 
make their living as salesmen who 
haven’t a trace of it in their systems. 
And I know others, not engaged in sell- 
ing at all, who have it in marked degree. 
To me, it simply means the talent of 
gleaning sales values from the events of 
the day. An ability to see sales possi- 
bilities in a chance remark, a complaint, 
or in any situation where it exists even 
though it be hidden deeply. 

Suppose a depositor remarked to you 
tomorrow: “Well, you won’t see me 
around much longer. I’m being trans- 
ferred to Milwaukee.” What would be 
the first thing to flash through your 


mind? Of course, you would be sorry 


to see him leave the community and 
you would regret the loss of his busi- 


ness. But would you immediately get 
a picture of the chap who was coming 
‘up to replace him, if such were the case. 
Would you inquire as to the time of 
his arrival, the size of his family, the 
type of house in which he would live, 
the kind and amount of banking serv- 
ice he would require? You would, if 
you were a sales-conscious person. 
Suppose one of your officials says: 
“Let’s see if we can’t increase our num- 
ber of checking accounts 30 per cent 
this year.” Would your immediate re- 
action be “It can’t be done” or “We 
couldn’t handle them unless we put on 
another teller and another bookkeeper” 
or “Our peak load would be increased 
too much,” or would you do some men- 
tal arithmetic and see a picture of the 
extra revenue you would get from the 
increased activity? Whatever your re- 
actions may be, they are probably in- 
fluenced by your particular interest. So, 
if we are going to expect reactions that 
will contribute towards sales we must 
develop those interests along sales lines. 


We have to think sales in order to see 
them and we have to see them in order 
to make them. I happened to remark 
to one of our shipping clerks recently 
that he was pretty well loaded up, 
whereupon he came back at me with 
the remark “Well, when I’m loaded up 
it means that we’re selling something 
and that’s what counts.” He is a sales- 
conscious person. 


Bank Product Packaging 


So much for the definition. I men- 
tioned a moment ago that you were sell- 
ing a smaller package. Let’s talk a little 
about packages. We are surrounded by 
them wherever we go. And in recent 
years they have taken on the most mar- 
velous shapes, designs and colors. Sel- 
dom are we conscious of the research 
and analysis behind them, but be as- 
sured that each one is the result of care- 
ful study and is designed to meet the 
needs of the market. Whether they are 
being made larger, such as nine golf 
clubs instead of one, six bottles of Coca- 
Cola instead of one, three stockings in- 


*‘IT have always resented the 
opinion that ‘bankers aren’t 
salesmen,’ implying that they 
couldn’t be. My reply is always 
that they can be and they will 
be whenever they become con- 
vinced that it is necessary in 
order to conduct their business 
in a profitable manner. Appar- 
ently that time has come and 
judging from the progress which 
already has been made, I don’t 
think it will be long before you 
have one of the most effective 
sales organizations in the coun- 
try,’? says Mr. McSweeney in 
the accompanying portion of his 
recent address at the annual 
meeting of Group One, Wiscon- 
sin Bankers Association. 
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‘‘The only thing wrong with 
banking today is that banking 
doesn’t realize just how good 
banking is. To me, a layman, 
it is a wonderful structure. I 
marvel at its accuracy and the 
ease with which it levels off the 
flow of credit transfer across the 
country. Everyone would ap- 
preciate it if he understood a 
little more about it. And with 
general appreciation would come 
vastly more business—made up, 
perhaps, of nickels and dimes 
but, believe me, they’re just the 
things to make your structure 
stronger than ever—and they 
will.’’ 


stead of a pair, or whether they are 
getting smaller, such as five pounds of 
flour instead of a barrel, a nickel pack- 
age of candy instead of a pound, an in- 
dividual peppermint instead of a nickel 
package, the fact remains that whatever 
we buy is wrapped up in a manner 
which is most acceptable to the public 
and its size is largely the result of basic 
economic changes. 

Your smaller package has virtually 
forced you into the retail business. So 
many other sources of income have been 
eliminated, for the present at least. In- 
terest rates may come back next year, 
or they may not come back for ten 
years, or they may never come back. 
We don’t know. Wholesale transactions 
may become more plentiful and they 
may become even scarcer than they are 
today. The point is that banking, like 
industry, is forced to package its prod- 
uct to meet the needs of its existing 
market and must price it accordingly 
and sell it vigorously. 


Pricing 
The question of pricing is important. 


In industry we spend considerable time 
analyzing this phase of our business. We 
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try to make ourselves believe that we 
only have to figure our costs accurately 
and then add our normal markup in 
order to arrive at our selling price, but 
the trouble is that it doesn’t always 
work out that way. Competition has 
something to say about our prices and 
the buyer, also, frequently becomes 
vocal on the subject. Somehow or other, 
we do arrive at prices which are pretty 
fair to all concerned, but it is surprising 
how sensitive they are. Let them get 
just a little too high and people stop 
buying. Let them drop even the slight- 
est and our profits are shot to pieces, 
Two basic things we have learned: first, 
that our schedules must be sensitive to 
change as materials and labor move up 
or down, otherwise people don’t buy or 
we don’t make a profit, depending upon 
which way they move, and second, that 
the public is awfully smart when it 
comes to deciding how much a thing is 
worth. : 

At this time your interest rates on 
small loans are rather favorable to the 
buyer and you are stepping up your 
volume in a remarkable manner. At 
the same time, they are favorable to you 
because wholesale credit isn’t providing 
much of an outlet for funds. As a con- 
sequence, you are driving harder for 
this type of business and you are get- 
ting it because your set-up is favorable 
to both parties. That appears to be 
the answer. The proposition must be 
favorable to both buyer and seller. 


Analysis System 


Your service charges on checking ac- 
counts are improving right along and 
it is only a question of time before they, 
too, reach proper levels where they are 
perfectly fair to the buyer and satisfac- 
tory also to the bank. We on the out- 
side often wonder why it has taken so 
long to win acceptance for balanced 
service charges. Hundreds of commit- 
tees have studied the subject and they 
all, apparently, come up with the same 
answer, namely, 100 per cent analysis, 
and yet, years later, the old schedules 
remain unchanged in so many places. 
We couldn’t wait that long. 
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The single standard system—or 
analysis system-—appears to me to con- 
form pretty well to the best formula 
used by most well organized business 
houses. Only they don’t bother calling 
it an analysis method. They just call 
it an itemized price list. You have a 
readiness-to-serve expense which is 
somewhat the same as our preparatory 
expense. Then you have your activity 
charges which are the same as our pro- 
duction costs. And all of your charges 
carry a profit the same as ours. There- 
fore, it boils down to a question of bill- 
ing and the only real difference I can 
see is that you have a chance to make 
a little profit from balance; therefore, 
you have to apply the earned income 
credit because you naturally don’t want 
to make a profit from two sources on 
the same account at the same time. 

Quite a few banks tell me that it is 
more work to analyze every account and 
I have no doubt that such is the case, 
but it is always more work to put things 
through a fine screen, although some- 
times we have to do it. I dare say de- 
partment stores could save a lot of 
money if they didn’t have to itemize 
everything—including sales tax—and 
public utility companies could probably 
cut their internal expense tremendously 
if they didn’t have to break down the 
kilowatts of electricity and heat units 
of gas. We all hate to itemize but we 
have found out that when we sell any- 
thing to anybody, he wants to know 
what he is paying for so that he can 
check up on his purchases. Without 
attempting to make an issue of the ques- 
tion, I would venture the opinion that 
you'll some day soon be showing on 
your debit slips the whole story as to 
how the price was computed and, fur- 
ther, that you'll have no difficulty in 
winning general public acceptance be- 
cause it will be something which can 
be supported. 


Technique of Selling 
Now, let’s see. We have talked about 
sales consciousness, the size of the 


package and the method of pricing. 
What about the actual technique of sell- 


THE BANKERS MAGAZINE for April, 


ing? Is our program going to take on 
the form of “campaigns?” Remember 
the campaigns which were so popular 
in the 1920’s? Only then, of course, 
the motive was different because we 
wanted to bring the money in for re- 
sale, whereas now we are interested in 
the service revenue. Possibly we will 
see more of these same campaigns in 
the near future—and they may prove 
very helpful, particularly those handled 
by well balanced professionals. On the 
other hand, since we are approaching a 
permanent market, we really need some- 
thing more lasting. We need sustained 
selling effort and that means keeping 
everlastingly at it, so we just about have 
to accept the responsibility for training 
our own people along sales lines. 

If it is necessary to employ profes- 
sionals for the purpose of getting us 
started then let’s do it. But let them 
devote more time training the “spark 
plugs” among the juniors so that when 
they leave there will be people on the 
job capable of “refueling” the program 
in order to keep it rolling. With 285,- 
000 bank employes and 46,000 directors 
it shouldn’t be so terribly difficult to 
maintain good selling effort if a repre- 
sentative number get their shoulders to 
the wheel. It may be a tougher job to 


“The first step in building 
larger sales staffs is developing 
more sales-conscious people in 
banks. From this large group of 
employes, numbering some 285,- 
000 at the present time, you are 
going to experience no difficulty 
at all in getting a sufficient num- 
ber to do a bang-up job. But 
the developing work itself is no 
easy task and this burden, for 
the most part, will fall on the 
shoulders of your senior officials. 
Therefore, the sales tempo in 
your institution depends largely 
upon their willingness to accept 
the proposition that ‘retail bank- 
ing needs more salesmen.’ ’’ 





The 
Federal Reserve Bank 
of Boston 


By 
JosePH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 


is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 
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sell a lot of little packages to a great 
many people but it’s much sweeter busi- 
ness when you get it. 

And speaking of directors—and the 
same goes for stockholders—I think we 
could get them to do a little more sell- 
ing. Suppose every one said to his 
friends this week: “Do you do any busi- 
ness with my bank?” Or any question 
of that nature, designed to open a con- 
versation regarding the bank’s services, 
Maybe it would do a lot of good. “Say 
it with flowers” did wonders for the 
florists. “Ask ’em to buy” put the auto- 
mobile accessories across in the old 
days. And for that matter, the “book 
of the month” idea does pretty well for 
the authors and publishers. Perhaps 
we could work up a “question of the 
week” for those directors and_stock- 
holders. : 

It is really surprising how little you 
have to know about selling in order 
to sell a lot. Asking people to buy 
is the secret. But remembering to ask 
them is something quite different. Only 
the sales-conscious person remembers. 
So the way I look at it, it sums up to 
this: if you want to sell, you can. If 
you want to reach the small package 
market, you'll find it easy; if you ap- 
proach this retail business whole- 
heartedly, you'll get a wonderful re- 
sponse. But you must really want the 
mass market business and look upon it 
as your natural, permanent source of 
income otherwise you won’t hit hard 
enough. And you can’t sell Mr. and 
Mrs. America if you pull your punches. 
They know too much. 

And, finally, let me say this. The 
only thing wrong with banking today 
is that banking doesn’t realize just how 
good banking is. To me, a layman, it 
is a wonderful structure. I marvel at 
its accuracy and the ease with which it 
levels off the flow of credit transfers 
across the country. Everyone wo 
appreciate it if he understood a little 
more about it. And with general ap- 
preciation would come vastly more 
business—made up, perhaps, of nickels 
and dimes but, believe me, they’re just 
the things to make your structure 
stronger than ever—and they will. 
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Mortgages as 


Trust Investments 


OST any approach to the question 
of mortgages as trust investments 
brings to our minds their de- 

sirability as compared with bonds as a 
medium for the investment of trust 
funds. : 

I believe this statement should be 
qualified as to the type and quality of 
bonds under discussion. In my own 
state, we are limited to a prescribed list 
of eligible bonds as legal investments 
for trust funds, consisting of Govern- 
ments, municipals and a limited number 
of corporate issues rated either AAA or 
AA by the rating agencies. 

During the past few years we have 
learned that ratings, as set forth by the 
various rating services, have not been 
infallible, but at least we have had 
something specific to use as a guide 
when selecting bonds as investments. We 
can at least intelligently discuss the 
quality of bonds and arrive at some 
definite estimate of value. Thus, bond 
investments are evaluated or judged at 
their inception and afterwards reviewed 
frequently and certain necessary steps 
are taken to follow up the question of 
intrinsic value, marketability and 
liquidity of the credit contingent upon 
economic changes. 

How about this important phase of 
the desirability of real estate mortgages 
for trust investments? Is it not feasible 
to evaluate or judge the credit risk of 
mortgage loans at their inception? 

Let us be frank and admit that dur- 
ing the period of inflated land and 
building values, mortgage loans as trust 
investments fell into disrepute. It is 


By John D. Bainer 


Executive Vice-President and Cashier, 
Merchants National Bank and 
Trust Co., Meadville, Pa. 


therefore the opinion of some trust com- 
mittees that it is not good policy to in- 
vest all of the funds of a small trust 
estate in a mortgage investment because 
a small individual mortgage is seldom 
satisfactory, primarily due to the ques- 
tion of foreclosure costs and deprecia- 
tion of collateral value. The expense 
of foreclosure is usually high, particu- 
larly when it is almost always necessary 
to pay tax arrearages upon foreclosure. 
In some states, the period of redemption 
is long. 

In most instances, the mortgagee is 


‘‘Most of our banks employ 
experienced mortgage loan men 
and it would seem that the same, 
if not higher, standards for 
creating mortgage loans for the 
trust department should be es- 
tablished as a matter of pro- 
tection to the beneficiaries. The 
mortgage loan pattern covering 
such principles as the ratio of 
the loan to the value of the col- 
lateral, the matter of appraisal, 
etc., should be set at a higher 
percentage of protection than in 
the ordinary real estate loan,’’ 
says Mr. Bainer in the accom- 
panying portion of his recent 
ABA Mid-Winter Trust Confer- 
ence address. 
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*‘I think that most of us are 
agreed that the probability of 
default in a mortgage is not ade- 
quately indicated by the ratio of 
the loan to the value of the col- 
lateral under any given mort- 
gage transaction. While it may 
be granted that this ratio may 
affect the probability of default, 
it is only a measure of the ade- 
quacy of the collateral at the 
time the loan is made. There- 
fore, not only the quality of the 
loan but its soundness as a mort- 
gage transaction cannot be 
judged solely by the ratio of the 
loan to the value of the property. 

*‘In order to make certain 
that there shall always be the 
proper ratio of the loan to the 
value, we should incorporate in 
all mortgages taken into the 
trust department the sound 
principle of amortizing a loan 
over a given period of time so 
as to keep the investment of the 
mortgagee in line with a reason- 
able depreciation in the col- 
lateral value.’’ 





required to purchase the property at 
foreclosure sale, which then becomes an 
unsatisfactory non-liquid investment at 
too high a carrying cost. In the event 
of necessity to liquidate the loan at the 
termination of the trust and procure 
cash for other purposes, it is usually 
difficult to sell such a mortgage and the 
mortgagor is seldom able to pay. 

Let us assume, however, that the 
trustee or trust committee feel duty 
bound to invest a portion of the trust 
estate in a good first mortgage prin- 
cipally because of the income. What 
safeguards can be set up and provided 
to produce the highest type of mortgage 
loans for trust investments? What steps 
can be taken to judge the quality of 
such a mortgage at its inception? 

Most of our banks employ experi- 
enced mortgage loan men and it would 
seem that the same, if not higher, stand- 
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ards for creating mortgage loans for 
the trust department should be estab- 
lished as a matter of protection to the 
beneficiaries. The mortgage loan pat- 
tern covering such principles as the 
ratio of the loan to the value of the col- 
lateral, the matter of appraisal, etc., 
should be set at a higher percentage of 
protection than in the ordinary real es- 
tate loan. 

I think that most of us are agreed 
that the probability of default in a 
mortgage is not adequately indicated by 
the ratio of the loan to the value of the 
collateral under any given mortgage 
transaction. While it may be granted 
that this ratio may affect the probability 
of default, it is only a measure of the 
adequacy of the collateral at the time 
the loan is made. Therefore, not only 
the quality of the loan but its soundness 
as a mortgage transaction cannot be 
judged solely by the ratio of the loan 
to the value of the property. 

In order to make certain that there 
shall always be the proper ratio of the 
loan to the value, we should incorporate 
in all mortgages taken into the trust de- 
partment the sound principle of amor- 
tizing a loan over a given period of 
time so as to keep the investment of 
the mortgage in line with a reasonable 
depreciation in the collateral value. 

Many of you will, no doubt, recall 
when cities and suburban areas were 
being rapidly developed, the element of 
safety was in a much greater proportion 
due to the increment of land values in 
spite of depreciated: values on improve: 
ments and perhaps without proper, well 
thought out liquidation of the loan. 


Appraisal Problems 


This brings up the question of the 
risk involved in a mortgage loan predi- 
cated upon the appraisal at the time 
the loan is made. Keep in mind that 
appraisals can be taken for just what 
they are. That is, an indication of the 
current adequacy of the collateral. I 
mention the word “current” purposely 
because we cannot see sufficiently into 
the future to definitely predict, without 
error, a trend in value. The problems 














of migration, change in the neighbor- 
hood and income from rents, less up- 
keep, are all vital and should be con- 
sidered. 

Let us review the problems of ap- 
praisal and the question of the weight 
of the value of appraisals used by 
various banks and other lending agen- 
cies. At one time, national banks made 
no mortgage loans in excess of 50 per 
cent of their appraisals and state banks 
and building and loan associations were 
limited to 60-66 per cent of their valua- 
tion. What man-made rule determined 
50 per cent or 60-66 per cent loan maxi- 
mum to be safe lending practice, I do 
not know, but it is evident that banking 
institutions operating under national 
and state laws differ among themselves 
on the safe margin to lend. “From my 
own experience, I have examined mort- 
gage loans made on 50 per cent ap- 
praisals and some on 60-66 per cent and 
found the 60-66 per cent loans with a 
fine paying record and limited default, 
which convinced me that there was no 
rule establishing the loan value ratio 
as a guarantee against default. 

Some five or six years ago, the Fed- 
eral Housing Administration entered 
the mortgage lending field with 80 per 
cent loans and then later from 80 per 
cent to 90 per cent loans with a limited 
record of default, I am told. So it is 
apparent that although the mortgagor’s 
equity may only be nominal, it is the 
other terms of the contract that affect 
the probability of default. 


Terms of Loan Contract 


These terms of the loan contract, I 
believe, should be determined upon two 
definite premises: 

1. The loan shall be completely amor- 
tized over a period of time within the 
useful life of the property and if pos- 
sible within the life of the trust estate. 
If the useful life of a particular prop- 
erty cannot be projected beyond the 
certain term of years, then the loan 
should be well amortized within that 
period. 

2. Having established a period of 


amortization, it is necessary to analyze 
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the capacity of the borrower to make 
payments under the amortization sched- 
ule from his present, as well as his pro- 
jected future income. This income 
should have a proper direct relation to 
the amount of rent and fixed expenses 
he could normally pay. It is not advis- 
able to increase the probability of de- 
fault by assuming that the borrower can 
meét payments beyond the amount that 
is decided a proper ratio of payments 
to income. 

It is therefore conceded, I believe, 
that if the useful-life of the property is 
relatively short and requires a “stiff 
amortization” program and by virtue of 
this determination places the monthly 
payments beyond what in your opinion 
may be sound for the borrower, then 
the loan should not be placed in a trust 
estate. 

It would seem to me that if all of 
these vital statistics were gathered and 
taken into consideration, the trust com- 
mittee would then be in a position to 
grade and place a rating on mortgage 
loans eligible for trust investments, 
similar to rating placed on bond invest- 
ments, 
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INTERSTATE COMMERCE 
BARRIERS 


Our defense efforts are being hampered 
by the large number of restrictions im- 
posed upon commerce between states. 
There is as much red tape in the ship- 
ment of goods across state lines as there 
used to be in crossing a European fron- 
tier. The Department of Commerce has 
catalogued more then 1,500 such restric- 
tions and has termed them “a substan- 
tial danger to the unhindered function- 
ing of our economy.” The net effect 
of these artificial obstacles has been to 
choke the channels of trade within the 
country with resultant higher costs to 
consumers. Now when our national 
safety demands the full use of produc- 
tive efforts and the free flow of goods 
within the country, the unnecessary in- 
terstate barriers should be removed.— 
New England Letter, The First National 
Bank of Boston, Mass. 


IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


ONGRESSMAN JESSE WOLCOTT, 

Michigan, minority leader of the 

House Banking and Currency 
Committee and an assistant Republican 
floor leader, observed a few days ago 
that he presumed that Washington was 
more “hysterical” about the war than 
any other part of the country. It is 
true that the national capital is well 
keyed up over developments of each 
day and in anticipation of things to 
come. Whether this is hysteria or a 


species of fear or awareness of develop- 
ments, is probably a matter of defini- 


tion. On the other hand the course of 
events, as recorded in Washington, has 
shown that most of the developments 
predicted six months or even a year 
ago are now coming to pass. And these 
“predictions” have been based only on 
keeping in close touch with Administra- 
tion leaders. 

For example, toward the close of 
1940, Jerome Frank, as Chairman of 
the Securities and Exchange Commis- 
sion, delivered a very frank talk to 
officers of the Army War College. No 
general release of that talk was made, 
for he talked frankly of financing a war, 
the shifting of national resources into 
war materials production, the curtail- 
ment of war profits and the control of 
capital markets and even enforced 
saving. 

Looking over that speech in the light 
of the President’s address to the world, 
delivered before the White House cor- 
respondents at a special dinner, and the 
passage of the dramatically requested 
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$7,000,000,000 for all-out aid to Britain 
and her allies, there is very little that 
is not now public knowledge. Even a 
program for enforced savings through 
either some new social security “tax,” 
or required buying of bonds, is now 
being openly talked about. As for con- 
trol over capital funds, the Defense 
Commission is already exercising a 
growing veto power over new securities. 

Last Autumn SEC Chairman Frank— 
who is soon to be a Federal judge—de- 
clared that the consumption by civilians 
of peace-time articles must be curtailed 
and production of war necessities stimu- 
lated and directed to provide the Gov- 
ernment with vast masses of goods and 
services it will require. In short, dur- 
ing the time of war the civilian popula- 
tion must consume less so that what we 
save there we can expend in war effort. 

About the only difference between the 
comments of Chairman Frank and 
present thought, as admitted, is that the 
nation still clings to the word “defense” 
rather than the blunter and shorter 
word “war.” However, even in the 
choice of the words, the latter may be 
technically accurate under any rule of 
international law on the basis of the 
lease-lend bill. 

Chairman Frank said that there were 
four main methods of financing a war: 
taxation, forced loans, voluntary loans, 
issuance of currency, including both 
paper and bank deposit money. At 
present, taxation is now being studied 
and unless members of Congress 
weaken, the new tax bill, soon to be 
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introduced, will be drastic. Even bank 
checks and bank deposits. may not be 
overlooked. The new defense savings 
bonds are to be launched May 1 and, 
according to all indications, banks, 
building and loan organizations, depart- 
ment stores, investment bankers, to- 
gether with nearly every post office, will 
make, it difficult for any earning indi- 
vidual to refuse to purchase these ob- 
ligations which will later have to be 
declared on the income tax report. 


Bank Relationships 


While newspapers and weekly peri- 
odicals are filled with war news and 
developments, what of banking legisla- 
tion and bank relationships with the 
national program of defense-and war? 


Banks are now operating in an in- 
creasingly more efficient manner to 
handle defense contracts and direct 
loans for the production of war ma- 
terials. It is true that difficulties arise 
at times in the desire of bankers to aid. 
For examp - Washington is filled to 
overflowing ties: days with a large 
number of businessmen seeking con- 
tracts from the Government. Some of 
these bidders lack credit but that is not 
necessarily a deterrent. Bank credit is 
available with many types of contracts, 
and with others too if the businessmen 
have a reasonably good record of meet- 
ing obligations. 

There are instances, however, where 
bidders for contracts have poor credit 
records. This type has come to Wash- 
ington and sought to blame the banks 
for not being patriotic enough to help 
them out. They have written to their 
Congressmen saying, in effect, “we want 
to serve our country but the bankers 
won't let us—they won’t loan us the 
money.” In every instance, investiga- 
tions have shown, such individuals are 
merely seeking contracts in the hope of 
securing exorbitant profits and they 
have had very bad credit records. 

To plug this loophole and avoid un- 
fortunate. publicity, organized banking 
is seeking to have the Defense Commis- 
sion ask in advance as to credit condi- 


tions so as to either avoid delay or 
permit the Reconstruction Finance Cor- 
poration to take the chance, if it so de- 
sires. It will not so desire. 


Legislative Outlook 


As for the legislative outlook, bank- 
ing reform and changes in banking law 
may be expected, war or no war. Al- 
ready there is some stimulation of sev- 
eral old banking bills and discussions 
of new ones. A quick survey includes 
a new bill to lower the deposit insur- 
ance assessment from one-twelfth of 
1 per cent to one-fourteenth of 1 per 
cent. Then there is the bank holding 
company bill which would pronounce 
the death sentence on all operating 
holding companies. Secretary of the 
Treasury Morgenthau indicates that ac- 
tion is expected on this bill. As for 
control over bank dividends, well, this 
too is presumed to be on the “must” 
list of banking legislation. 

The organized independents are 
working steadily for their bill to freeze 
branches of all banks and for requiring 
branches of banks to advertise loans and 
deposits. 

It is expected that a new contest will 
develop over another bill to expand the 
savings and loan institutions and the 
powers_of the Federal Home Loan Bank 
Board. One high official of the Ameri- 
can Bankers Association indicated that 
such a bill would be resisted. 

As for the Wagner monetary study, 
long talked about, and the proposal of 
the Federal Reserve Board that some 
action be taken now toward preventing 
monetary inflation, the record shows 
that little more than talk can be cited 
with promises that, thus far, have failed’ 
to materialize. 

On the mortgage banking front, a bill 
will probably have been passed ere this: 
appears in print to add another “Title” 
to the National Housing Act so that the 
Federal Housing Administration can in- 
sure up to 90 per cent on one to four 
family houses. This is on the assumption 
that these homes will be for defense 
workers. However, no attempt is made 
to define a defense worker. . 
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Federal Reserve Board 


Despite wars and billion dollar ap- 
propriations, the human element in Fed: 
eral Reserve System activities comes to 
the fore every now and then. This was 
especially true during the last few weeks 
when it appeared that Federal Lending 
Administrator Jesse Jones was ma- 
neuvering to place Emil Schram, his 
chairman of the Reconstruction Finance 
Corporation, as president of the Chicago 
Federal Reserve Bank. It is all history 
now, but while the Reserve Board is a 
pretty aloof institution in Washington, 
it was not .caught napping in this in- 


stance for it had the power of veto and 
quietly exercised it. As the election 
turned out, its own candidate was 
“unanimously” chosen, finally. 

But the Federal Reserve Board is still 
due for speculative thought. With 
Chester Davis going to the St. Louis 
Federal Reserve Bank as president, two 
vacancies exist on the Board. Int fact, 
it has not, for a long time, functioned 
with a full Board membership. Just 
who will be selected to take Mr. Davis’ 
place is not at this time known, but 
there are indications that Farm Credit 
Administrator Black may be accorded 
the honor. 


Washington Notes 


Washington Banktrends and Backgrounds Weekly Review, 


Maryland Building, 
TH the aid-to-Britain bill a law, 


its administration becomes the 
problem of the executive branches 
of the Government. This will permit 
banking bills to come up for discussion 
and action. “The holiday is over,” de- 
clared one shrewd observer who sur- 


veyed the situation for bankers. It must 


also be remembered that just as “re- 
covery” served as the spur to press for 
monetary experimenting, so will “de- 
fense.” The economic nemesis of a huge 
debt is, in itself, a spur to monetary 
reform. 

New FDIC Bill: Anticipated for in- 
troduction in Senate soon. Unlike the 
Steagall bill of last year, which was 
mutilated and bungled in the handling, 
this bill will probably call only for a 
straight 1/14th of 1 per cent assessment 
rate. Many bankers want, and may 
press for a 1/15th rate. Putting a new 
bill in the Senate will act as a face-saver 
for Steagall, but rumors are heard that 
the Disney bill may be offered in the 
House as an amendment. 

To Free National Banks from Exami- 
nation Costs: Representative Disney’s 
(Okla.) bill, inspired by Deputy Comp- 
troller Upham, to aid national banks in 
their competition with state banks, 
would charge the cost of all national 
bank examinations to the FDIC, except 
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Washington, D. C. 


examination of affiliates. Disney has 
been told that supervisory agencies are 
not opposed, but FDIC seems generally 
unacquainted with the bill. The Up- 
ham outline was for but one free na- 
tional bank examination a year. This 
bill would make both free. (Some FDIC 
officials say, why maintain the Comp- 
troller’s Office if the insurance fund is 
to support it? Nationally chartered 
banks are declining. The reasons are 
not altogether clear, but evidence ac- 
cumulates that this trend is due to wide- 
spread belief that the Comptroller is 
no longer independent but completely 
dominated by the Secretary of the Treas- 
ury. 

Freeze Branches Bill: Ben DuBois, 
secretary of The Independent Bankers 
Association [see article “We Must 
Freeze Branch Banking” in this maga- 
zine] surveyed the picture here in a 
week of conferences, including one with 
retired Supreme Court Justice Brandeis, 
who said, in effect: “I agree with you 
as to the need for this type of legisla- 
tion. Branch and chain banking has: 
gone too far and should not merely be 
curtailed, but eliminated. If a thing is 
wrong it should be uprooted.” He sug: 
gested using the taxing power to con- 
trol the spread of branch banking. 


DuBois uncovered favorable sentiment 
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in places where he was unaware of 
favor. He was told: “Confidentially, 
we are all for you, even if we can’t 
openly support you.” It seems likely 
that few large banking groups would 
actively oppose the bill if hearings were 


held. 


Requiring Branches to Advertise: 
Congressional sponsorship not yet de- 
termined. No opposition found, as yet, 
among bank supervisory officials. Some 
distinctly favorable. FDIC Chairman 
Crowley indicated to Eugene Kelly, in 
charge of the bill, that he would be will- 
ing to assist. 


Bank of America Experiments With 
Longer Hours: Wage-Hour officials have 
shown interest in the experiment in 
Burbank, California, where defense 
workers have from 10 A.M. to 6 P.M. 
to bank. They are (unofficially) pleased 
because extra hours requires shifts in 
the bank work-week and indicate a will- 
ingness on the part of this bank to 
lengthen, rather than shorten service 
given. Officials have resented the ten- 
dency to shorten hours to avoid over- 
time or extra employes. One important 
official declares that banks are primarily 
service institutions and when they fail 
to adapt themselves they are not serv- 
ing the public interest. 


Bank Holding Company Bill: It is 
being widely emphasized that the Glass 
bill—Treasury inspired and promoted— 
“has real pressure behind it.” The por- 
tion of the bill which would give the 
Comptroller and the FDIC control over 
bank dividends is not liked by all types 
of banking, including organized bank- 
ing, and may be opposed by the latter. 
It is felt that sufficient controls for all 
essential purposes are now possessed by 
supervisory authorities. With the ex- 
ception of the Treasury, neither the 
FDIC nor the Federal Reserve Board 
is intimating that it desires more au- 
thority. The effect on bank stocks is 
feared. On killing the bank holding 
companies, much difference exists as to 
feasibility. It is also a fact that the 


organized bankers are by no means 
united behind the Glass bill. 
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Reserve Bank Government Owner- 
ship: Representative Voorhis, ardent 
New Dealer, is the leading advocate of 
the philosophy earlier promoted by 
Wright Patman. He is making the pub- 
lic statement that President Roosevelt 
favors Government ownership of the 
Reserve banks. This is not new except 
that it cannot be denied. It is also 
“being said” that Marriner Eccles is not 
opposed. Testimony on the original 
bill, by Reserve Board members was, 
in effect, that it would not make a great 
deal of difference. Since then, however, 
there is growing sentiment for strength- 
ening the central banking principle. 
But what of the effect on private com- 
mercial banking? The drive for Gov- 
ernment ownership is not dead and 
could be dangerously stimulated under 
a number of possible conditions. 


Mead Bill Again: The New York 
Senator has again urged that one, or 
both of his bills be given immediate at- 
tention. He now emphasizes the aid 
they could be in national defense. The 
TNEC may endorse them in its final re- 
port. In addition to his better known 
bills, he proposes that “something along 
the lines of the FHA system” to provide 
“insurance of banks against losses they 
might sustain in the extension of indus- 
trial loans” be explored. Also a bureau 
for the study of little business needs. 
The RFC is not enthusiastic about in- 
surance of business loans. Last year 
there was mild interest at FDIC over a 
plan which might be made a part of 
its program. The bureau for study has 
the approval of the Commerce Depart- 
ment and the SEC. (The Mead bills 
now are: S. 877, which lifts the present 
restrictions limiting Reserve banks; and 
S. 939, which sets up an Industrial 
Loan Corporation to be operated by the 
Reserve Board and banks. Chairman 
Eccles and Governor Draper favor both 
bills. Jesse Jones has cleverly, some- 
times secretly, opposed both bills. 
Neither the Treasury nor its Comp- 
troller’s Office are enthusiastic about the 
Mead bills. The FDIC cool. These 
attitudes stem from fears of too much 
power at Reserve Board.) 
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Capital Flow Restrictions 


URING the World War, we experi- 
enced a relative shortage of capi- 
tal in this country. Our involve- 

ment in the conflict made necessary the 
formation of a Capital Issues Commit- 
tee to control and restrain the issuance 
of new securities on the part of industry. 
All available savings were needed to 
finance the war effort and there was 
little room for the accommodation of 
new enterprises whose products were 
not directly essential to the carrying 
out of war activities. 

Today we are witnessing a somewhat 
similar situation. Last month, Sumner 
T. Pike of the Securities and Exchange 
Commission stated that the commission 
intended to discourage security financ- 
ing of those competitive enterprises 
whose operations might possibly impede 
the national defense program. Any 
business seriously draining materials 
and manpower would be regarded as 
“competitive.” 

The commission hopes to deter such 
financing through prospectus  dis- 
closures; it will require the security 
issuer to emphasize a statement as to 
whether or not the Office of Production 
Management will permit the ready pro- 
curement of the machines and material 
for which the funds are sought. Thus, 
the publicity powers of the Securities 
Act of 1933 will be utilized in an effort 
to apply moral suasion in cases where 


it is believed desirable. 
In this connection, it is quite prob- 


able that underwriters will-refuse to as- 
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sist in those flotations where the prob- 
lem of defense priorities may be 
involved in any material degree. 

In the present instance, this indirect 
control of capital flotations has been 
fashioned in order that an uninterrupted 
flow of war materials may be realized. 
Intelligent application of the nation’s 
productive facilities is now of prime 
importance. The World War, as already 
noted, witnessed control of capital pri- 
marily because of its insufficiency. This 
aspect of war economy is not now ap- 
parent owing to the present abundance 
of money and credit. 


es 


INSURANCE COMPANY INVEST- 
MENTS 


In a statement before the TNEC, Se- 
curities and Exchange Commissioner 
Sumner T. Pike has proposed that con- 
sideration should be given to the ad- 
visability of legislating Federal super- 
vision of life insurance companies. Mr. 
Pike also advocated the liberalization of 
state laws governing insurance company 
investments so that purchases of high 
grade common stocks might be per- 
mitted. 

These proposals have left insurance 
circles cold and unenthusiastic. They 
are averse to Federal regulation and, as 
far as investing in common stocks is 
concerned, are harshly critical of such 
a policy. Despite the fact that insur- 
ance companies have been complaining 
of unsatisfactory investment yields dur- 


THE BANKERS MAGAZINE for April, 1941 





ing recent years, they have consistently 
maintained a policy of confining their 
security purchases to high investment 
quality’ media. 

Canada, it is pointed out, formerly 
allowed companies great latitude in the 
acquisition of common stocks but does 
not now permit common stock holdings 
to exceed 15 per cent of total assets. 
In the United States, it is worth noting 
that while fire and casualty concerns 
have had fewer restrictions placed on 
their investment operations, these same 
companies have been weaning away 
from stock investments and have been 
placing larger sums in bonds. 

In connection with Mr. Pike’s recom- 
mendation for investment in equities, 
his attitude may be influenced, in some 
degree, by a desire to assure a market 
for the many utility operating company 
stocks that may be distributed as a re- 
sult of dissolution of holding companies 
under the Utility Holding Company Act. 
Washington advices also indicate that 
SEC officials have been toying with the 
idea of suggesting tax law revisions 
that would encourage equity rather than 
debt financing. 


—_— 


RFC BOND PURCHASE 


As a matter of policy, the Reconstruc- 
tion Finance Corporation generally ex- 
tends credit only in those cases where 
the necessary funds cannot be obtained 
through private channels. But a re- 
cent episode marks a sharp departure 
from this practice. During March, the 
RFC entered into active competition 
with investment bankers by purchasing, 
in its entirety, a large issue of State of 
Arkansas obligations. 

Originally, a plan had been worked 
out by underwriters and the RFC to re- 
fund the state’s large highway indebted- 
ness and thus lessen the burden of in- 
terest payments. A large investment 
banking syndicate had agreed to under- 
write $90,000,000 of a total issue of 
over $136,000,000, with the RFC han- 
dling the remainder. A substantial re- 
duction of interest had been agreed 
upon, a rate of 3.4 per cent contrasting 
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with the previous average interest 
charge of 4.4 per cent. The syndicate 
was evidently of the opinion that a fur- 
ther reduction might make the flotation 
unattractive to the investing public. 

However, the RFC stepped in and 
underbid the syndicate, taking the issue 
at a coupon rate of 3.2 per cent. 

Many observers have interpreted this 
development as a further extension of 
Government competition with private 
business. While such a view sounds 
plausible enough, it is not believed to 
be the crux of the present situation. 
This episode may be better understood 
in the light of the Federal Government’s 
desire to maintain the existing level of 
bond yields. A tremendous amount of 
financing must be undertaken in the 
next two years and it is only natural 
that the Administration should be inter- 
ested in a stabilization of bond prices. 
Therefore, it is pointed out, peremptory 
action was necessary. A higher yield 
for this tax exempt state issue might 
have set a bad precedent, leading to ex- 
pectations of higher yields on prospec- 
tive Federal issues by: investors. 


— 


GERMANY’S TREADMILL 


We quote below from an interesting 
address delivered by Henry J. Taylor, 
New York financier, before the Institute 
of Public Affairs at Charlottesville, 


Virginia. Mr. Taylor’s remarks repre- 
sented an inquiry into capital and the 
German economy, the topic being 
“Why Germany’s Treadmill Misled the 
British.” 

In an unusually penetrating analysis, 
Mr. Taylor declared that German de- 
partures from British economic experi- 
ence misled the latter into making a 
tragic miscalculation of Germany’s eco- 
nomic strength. The willingness of the 
German people to accept an “economy 
of coercion” resulted in the substitution 
of a totally different set of economic 
principles from those which limited 
Great Britain. 

Observed Mr. Taylor: “the British 
saw the German gold supply disappear. 
. . . They saw an increase of 250 per 
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cent in the note circulation of the 
Reichsbank, accompanied by an increase 
of 280 per cent in its bills of exchange. 
Suicide in a laissez-faire economy. But 
in an economy of coercion, which means 
the people must spend within the State, 
the currency issue had no limiting in- 
fluence on the nation’s productivity. . . . 

“The British saw Germany’s national 
debt increase threefold. 

“The British leaders knew that in 
England’s free economy the national 
debt is of tremendous importance, be- 
cause the maximum income of the gov- 
ernment is what it can obtain by taxa- 
tion and borrowing. It is, of course, 
axiomatic that revenue is limited be- 
cause crushing levies bring tax avoid- 
ance, reduce industry and_ create 
unemployment. At the same time ex- 
cessive borrowing undermines confi- 
dence, creates a condition of hoarded 
savings, and paralyzes the capital flow. 

“But in Germany’s economy of co- 
ercion, where human values did not 
matter and welfare was no aim, her na- 
tional debt, as an internal debt payable 
in her restricted fiat currency within the 


country, affected her methods of financ- 
ing but not the wheels of her industry.” 

A realistic appraisal of the situation 
was voiced by Mr. Taylor when he 
pointed out that: “Under Germany’s 
economy of coercion there can be no 
such thing as ownership of property, 


thought, speech or religion. Confisca- 
tion is inherent in the system itself. 

“But the German economy is not a 
bubble. It will not be pricked, and it 
will not burst. It is far worse than 
that. It is the loss of a Christian way 
by which men live together. 

“The whole people went to work, but 
they went to work for the Nazis, only 
to lose life itself. ‘Blut und ehre’— 
blood and honor. And in this prime 
slogan of the Third Reich you have the 
fundamental of the British miscalcula- 
tion. 

“It was in over-estimating the Ger- 
man people’s interest in their individual 
life—their own freedom. 

“This freedom was embezzled to 
usurp the benefits of capitalism. 


“Capitalism was embezzled to usurp 
the untended hopes of the emancipated 
world. 

“Better democratic minds,: having 
more faith in mankind, simply could 
not believe it. That is the irony and 
the tragedy of the British miscalculation 
—and of ours.” 


TAX EXEMPTION 


The Treasury Department has started 
action to determine its right to tax in- 
come from interest on Port of New York 
Authority bonds. This initial skirmish, 
if successful, may mark the beginning 
of a campaign to test the immunity of 
state and municipal obligations. 

The Bureau of Internal Revenue con- 
tends that public corporations, like the 
Port of New York Authority, are neither 
states, nor territories, nor “political 
subdivisions.” Accordingly, it is rea- 
soned, interest on securities of the Port 
of New York Authority is subject to 
Federal income taxation. In 1938, it 
may be recalled, the Supreme Court 
found that salaries of Port of New York 
Authority employes were taxable. At 
that time, the court made a finding that 
the Authority was not a “political sub- 
division.” Whether this body, although 
not a political subdivision, has any gen- 
eral immunity under the Constitution as 
an agency of the state, remains to be 
seen. The Authority is a joint creation 
of the States of New York and New 
Jersey and the action will be defended 
by counsel of the instrumentality. 

Should the Supreme Court uphold the 
Treasury’s contention, it is understood 
that the Treasury will ask Congress to 
introduce legislation abating the pay- 
ment of back taxes for which bond- 
holders would be liable, exempting out- 
standing issues from taxation, and 
initiating the taxation of future issues. 
After the victory of the Treasury in the 
1938 salary case, legislation was enacted 
which prohibited the retroactive taxa- 
tion of the compensation affected. 

Frank C. Ferguson, chairman of the 
Port of New York Authority, stated that 
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“the Treasury’s action is an attempt to 
tax outstanding bonds that have been 
regarded as immune from Federal taxa- 
tion by the Treasury’s own regulations 
over a period of the last twenty years. 
It is an attack not only on Port Author- 
ity bonds, but on the Constitutional im- 
munity of all outstanding state and 
municipal issues.” 

About $1,000,000,000 of public cor- 


poration bonds are outstanding. 


—_ 


BOND NOTES 


Participants in a panel discussion on 
investments held at a regional Banking 
Conference of the American Bankers 
Association in New York included some 
well known banking names. In this 
group were Dr. Paul F. Cadman, econo- 
mist of the ABA, Murray Olyphant of 
the Chemical Bank and Trust Company 
of New York, M. M. Parker of the First 
National Bank of Lebanon, Pennsyl- 
vania, and John J. Roe of the Hudson 
City Savings Institution of Jersey City. 


Naturally enough, the position of the 
bond market was given a _ thorough 
going-over. In this connection, the con- 
clusion was reached that the urgent 
necessity of raising huge sums, both for 


current operations and for defense 
needs, is a factor of strength rather than 
weakness. For a government which 
must borrow billions from its citizens, 
the banks and other investing institu- 
tions, is not likely to permit a disorderly 
market in its bonds. It was noted that 
support could be given through a num- 
ber of existing Government agencies 
and that even a declining market could 
be cushioned by the certainty that Gov- 
ernment bonds can be evaluated at least 
at par by any institution seeking to es- 
tablish its solvency. 

As to the threat that outstanding 
exempt issues might be arbitrarily 
taxed, two factors were set forth as 
tending to minimize such a develop- 
ment. It was reasoned that a govern- 
ment which expects to be continuously 
in the market with new issues is not 


likely to destroy the confidence of its 
customers. Furthermore the breaking 
of the contract by voiding the exemp- 
tion would cause real damages to thou- 
sands of holders. The famous gold 
clause decision was recalled, wherein 
the Supreme Court held that the plain- 
tiff suffered no damages and therefore 
had no claim against the Government. 
But attention was also called to the fact 
that the Supreme Court unanimously 
condemned the Government for break- 
ing its contract. Therefore, if real dam- 
ages were to be sustained, even the 
revised Court would not be likely to 
ignore them. 

Frank P. Bennett, Jr., editor of the 
United States Investor, delivered some 
remarks of interest before a Mid-Winter 
Meeting of the Ohio Bankers Associa- 
tion at Columbus. Mr. Bennett’s ad- 
dress was primarily pointed at bank 
directors. He stressed the fact that the 
first essential setup for sound bond in- 
vestment practice in banks was that of 
having the bank’s policy stated in writ- 
ing and of having this statement form- 
ally adopted by the board of directors. 
Continuing, Mr. Bennett stated: “The 
purchasing of bonds and the right han- 
dling of bonds after they have been 
bought call for an almost unusual de- 
gree of ability to resist temptations, and 
a bank needs assurance that its board 
of directors, in moments of exuberance 
or depression, but with limited knowl- 
edge, will not kick over some of the best 
laid and sturdiest of investment plans. 
Boards of directors usually include 
quantities of self-made men who have 
been in the habit of taking long 
chances in business and obtaining sub- 
stantial profits by so doing. They are 
likely to have too little patience for 
the sound portfolio principle which dis- 
regards chances for getting bargains or 
taking profits and thinks primarily 
about sound and seasoned worth. Some 
very good professional counsel or bond 
officers of banks refuse to have anything 
to do with a portfolio unless they can 
be assured in advance that some group 
of directors will not kick the program 
over.” 
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Bank Merchandising 


I am quite impressed with the progres- 
sive attitude of Tue Banxers MAGAZINE aS 
a whole. There is much more writing on 
the subject of bank “merchandising” than 
I had thought likely, and I am delighted 
to learn that some of these ideas are being 
applied as pointed out in your very excel- 
lent articles. 

I think the general rule is that the litera- 
ture in almost any field is usually well 
ahead of its widespread practical applica- 
tion. Those who first put valuable ideas 
into practical use will, of course, be the 
most successful. Unquestionably, your ef- 
forts will do much toward improving the 
general personality of the banking profes- 
sion, and you are to be complimented for 
bringing progressive ideas to the attention 
of those who are’willing to use them. 


Jerome N. Sanderson 


(Editor’s Note Mr. “Sanderson” was the 
author of the article “Banks Need Sales- 
men,” which appeared in the February, 
1941, issue of THe Banxers Macazine. As 
explained at that time, he is the president 
of a medium-size manufacturing concern 
who, because of specific banking contacts 
mentioned in his article, does not wish to 
have his identity disclosed, so therefore 
wrote under an assumed name.) 


Credit Congress 


I note that you carry convention dates on 
your last page. Since about one-quarter 
of our association’s 20,000 members are 
credit executives of banks throughout the 
country, I believe you'll be interested in 
mentioning our 46th annual Credit Con- 
gress, May 11-15, Jung Hotel, New Orleans, 
Louisiana. 

Paul Haase, Director of Public 
Relations, National Association 
of Credit Men, N. Y. City 
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—wherein readers speak freely regarding articles ap- 
pearing in Tue Bankers Macazine, subjects of gen- 
eral banking interest, etc. All letters are welcome— 
address them to Tue Banxers Macazine, 185 Madison 
Avenue, New York, N.Y. 


Western Banking Analysis 


Mr. Farnham (in his “On The West 
Coast” department in the February, 1941, 
issue of THe Banxers MaGazine) presents 
an interesting view on the December 31 
position of Coast institutions. 

G. M. Wallace, President 
Security-First National 
Bank of Los Angeles, 
California 


I found Mr. Farnham’s comments and 
conclusions interesting. 

J. J. Gard, Vice-President 

The United States National 

Bank of Portland, Oregon 


Trust Merchandising Series 


Thank you for being so thoughtful in 
sending me tear-sheets of my trust talk 
that you have been running in THe BanKenrs 
MAGAZINE. 

From the conversations I had with many 
trust men at the recent Mid-Winter Con- 
ference, I believe this story has been of 
some direct benefit to the trust group. I 
was asked many questions that grew out 
of the early instalments which appeared in 
your publication. 

J. E. Drew, Director of Public 
Relations, California Bankers 
Association, San Francisco 


(Editor’s Note Mr. Drew’s excellent 
series of trust merchandising articles ap- 
peared as follows in THe Banxers Maga- 
zine: October, 1940, “Public Relations for 
the Trust Department”; December, 1940, 
“Advertising the Trust Department”; Feb- 
ruary, 1940, “Publicizing the Trust Depart- 
ment.” See also “Trust Department Em- 
ploye Relations” in the Views section of 
this issue.) 





LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Postage Rates 


Congress has finally adopted a cheap 
postage system which will prove a great 
step towards progress. Although not 
what was demanded by the common 
sense of the people, yet this act will go 
far in promoting “the diffusion of 
knowledge among men.” By this law 
the postage on letters of half an ounce 
will be three cents, prepaid, and five 
cents, unpaid. The postage on the 
Bankers Magazine will be, on and after 
July 1, as follows: 


For any distance not ex- 
ceeding 500 miles 

For any distance between 
500 and 1,500 miles 5 


21% cents 


cents 


April, 1851 


For any distance between 
1,500 and 2,500 miles.... 714 cents 
in all instance prepaid by the quarter. 


Daring Robbery 

A daring robbery was committed at 
the Norwich and Worcester Railroad 
Depot, in the city of Norwich, on Thurs- 
day morning, 13th instant, at 15 minutes 
past 1 o’clock, under the following cir- 
cumstances :— 

Mr. Henry M. Witter, the Bank Mes- 
senger for the Norwich Banks, was ap- 
proached by a stranger, while in the 
Ladies’ Room waiting for the steamboat 
train to Boston, and after a short con- 
versation was suddenly knocked down 
with a “billy,” and while lying sense- 
less on the floor was robbed of his car- 
pet bag, containing about $40,000. 


50 YEARS AGO 


The Bankers Magazine . . 


The National Banks and the Farmers 


The National Farmers’ Alliance favors 
a great many things, and among others, 
the abolition of the National banks. In 
truth, those who manage the National 
banks are less concerned about the con- 
tinuance of their system than almost any 
other class of people. They know well 
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April, 1891 


enough that they can live as State in- 
stitutions even if the favors conferred 
by the National law should be with- 
drawn. The advantages of National 
banking have become beautifully less, 
and they are nearly all on the one side 
at the present time—that of the people, 
or the depositors. The most important 
feature left of the National banking sys- 
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tem is that of examinations and Na- 
tional superintendence. The advantages 
which the stockholders receive are al- 
most nothing, as the National banks are 
taxed like other banking institutions, 
while the profits on circulation, which 
at one time were very considerable, 
have been reduced to zero. But the prin- 
cipal consideration which animates the 
Farmers’ Alliance to destroy these insti- 
tutions is that they are owned by a few 
“gold bugs.” But there never was a 
greater delusion. The number of Na- 
tional banks is 3,573. The net increase 
in the last three years has been over 
500. The average addition of capital 
has been $153,000, and the new banks 


have been started in the country dis- 
tricts to supply the farmers with money, 
and not in the great centers of capital. 
There was no increase in the banks in — 
New York City from December, 1887, to 
December, 1890. In Chicago there was 
an increase of one bank, in Boston of 
two, in the Western States and Terri- 
tories the increase was 485. Texas 
added ninety-nine to her National banks 
in two years. Almost the entire increase 
in National banks was in small towns, 
and they were organized to aid the same 
class of men who demand their aboli- 
tion in moving their crops. Indeed, 
the purely agricultural sections are se- 
curing about all the new National banks. 


25 YEARS AGO 


The Bankers Magazine . . 


Cause of Failure of Early Banks 


Last month this Magazine commented 
on the tendency of the Federal Reserve 
System to create in the minds of bankers 
of the country the belief that it was a 
part of the business of banks to borrow 
money. That belief was current with 
many of those who went into the bank- 
ing business before the Civil War, and 
it resulted in disaster. In a valuable 
book on “Banking and Currency in Ohio 
Before the Civil War,” by Professor 
Charles C. Huntington, professor of eco- 
nomics and sociology, in the Ohio State 
University, Columbus, appears this in- 
structive statement, under the heading 
“Causes of Failure of Majority of Ohio 
Banks.” 


“Some of these banks had been 
erected on stock notes alone, the direc- 
tors then turning right around and is- 
suing their bank bills on the promise 
of the borrower and a pledge of the 
stock. Some of them had been got up 
for the purpose of borrowing and not 
lending money, and defrauding the un- 
suspecting with their depreciated paper. 
It is not surprising that such banks 
failed. As Governor McArthur, speak- 
ing of the insolvent state banks of that 
period remarked, ‘To insure the solv- 
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April, 1916 


ency of a bank, its stockholders should 
be lenders and not borrowers of its 


money.’ ” 


The tendency of mankind to repeat 
the errors of the past is proverbial, and 
even with this experience—and much 
more of the same kind that might read- _ 
ily be brought forward—as a guide, no 
particular surprise need be felt that a 
new banking system has been erected 
which sets at defiance the sound prin- 
ciple above enunciated. But certainly 
also, in the light of such experience, we 
know exactly what to expect of a sys- 
tem that is based upon an inversion of 
the true banking principle. 

Should the member banks get into 
the habit of rediscounting—that is, of 
borrowing—it will not only lead to dan- 
gerous inflation, but persisted in long 
enough will doubtless bring about the 
same disastrous results produced among 
the early banks of Ohio and other states 
because they did business on the theory 
that it was their province to borrow 
money rather than to lend it. 

Note: This criticism of the Fed- 
eral Reserve System of 25 years ago 
makes strange reading today but it 
was a true reflection of the preponder- 
ant banking opinion of a generation ago. 


THE BANKERS MAGAZINE for April, 1941 





‘ 


Finaneial 
Situation 


the European war in September, 

1939, many countries had consid- 
ered it necessary to impose restrictions 
on trade and finance. Since the war 
began, not only have these_ restrictions 
been greatly increased, but additional 
restraints have arisen by reason of 
shortage of shipping and various diffi- 
culties inescapably arising out of war. 
The result has been the curtailment of 
the exchange of goods between nations, 
particularly such goods as are either 
vital to a country’s healthful existence 
or to support its customary standard of 
living. While trade in these commodi- 
ties shrinks, that relating to weapons of 
war expands. In consequence of this 
change, international banking and 
finance has also declined, and in those 
cases where it has not, its aspects have 
undergone a marked alteration. While 


| Ma before the breaking out of 


Abroad.. 


A Monthly Survey 


military operations have, to some ex- 
tent, been shifted to new fields, and the 
intensity of the conflict increased, as 
yet there is no evidence of an early 
termination of the conflict. By recent 
legislation and the allocation of several 
billions in money to support Great 
Britain and other democracies, the 
United States has taken a more ad- 
vanced position than it has heretofore 
occupied in relation to the struggle. The 
results of this changed attitude, whether 
viewed as to its aid in bringing a favor- 
able decision to the countries being 
aided, or as to the possibility of directly 
involving the United States in the con- 
flict must remain, at the present time, in 
the realm of conjecture. 

At what point, short of almost com- 
plete impoverishment of Europe, and 
perhaps of our entire world, the conflict 
may end, is something also purely con- 
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jectural. At present the war is being 
waged on one side by Great Britain, 
Greece and China, against Germany and 
the subjugated countries of Europe, sup- 
ported by an alliance—not of a very 
definite character—with Japan and 
Russia. Which combination is the 
stronger may be a matter of opinion; 
that each is powerful enough to main- 
tain the struggle indefinitely precludes 
an early end of the conflict. 


_ 


GREAT BRITAIN 


As reported by The Economist, the 
total net estimates for the civil depart- 
ments, excluding the revenue depart- 
ments are, for 1941-42 £424,332,275, 
compared with £425,901,688 in the cur- 
rent year. The biggest savings is in 
the assistance department—£19,560,000, 
compared with £30,035,000 for the 
previous year, the reduction being due 
to the fall in unemployment. 


London Stock Exchange 


Figures published in the London 
Bankers Magazine for February give 
the following comparative values of 
representative securities on the Stock 
Exchange, as of the dates named: 


Aggregate value of 365 rep- 


resentative securities on 
mee. 7, TBO... acces dices £6,220,386,000 

Aggregate value of 365 rep- 

resentative securities on 
M.S ED. o.oo Sank 6 ops £6,306,409,000 
EMOTOOBE:.« si6558 4s. 6 £86,023,000 


So far as the actual appreciation in value 
is concerned, the advance was greatest in 
the fixed interest group, British funds and 
kindred securities showing an appreciation 
of over £49,000,000, but while in the variable 
dividend group the appreciation was only 
about £37,000,000, the percentage rise was 
greater, namely, 2.2 per cent as compared 
with 1.1 per cent in the fixed interest group. 


British Railway System 


The receipts of the British railway 
system, including the whole of the opera- 
tions of the L. P. T. B., during 1940 
just failed to reach £248,000,000, of 
which no less than £104,785,000 was 
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for the carriage of passengers and 
£140,498,000 for merchandise. Ex- 
penses, including provision for war 
damage, rose to £203,480,000 and, after 
minor adjustments, the net revenue of 
the pool amounts to some £42,763,000. 
This figure compares with the guaran- 
teed minimum of £39,850,000 and with 
some £43,450,000 for “Stage 2,” the 
level above which the government starts 
to share in any increase in net revenue. 


— 


THE ARGENTINE 


From its branch in Buenos Aires, the 
First National Bank of Boston has re- 
ceived the following information, under 
date of February 27: 

Because the value of January imports 
was only m$n 80,607,000, Argentina 
had an export balance of m$n 19,740,- 
000 which compares with an export bal- 
ance of m$n 25,829,000 in the first 
month of 1939. 


January, 1941 January, 1940 

m$n m$n 
Bank clearings ..3,455,000,000 3,914,000,000 
Liabilities failures 1,808,000 4,737,000 


There were no changes in the official 
exchange rates during the period under 
review. The buying rate for the peso 
continues at 335.82 to the dollar and 
13.50 to the pound and the selling rates 
at 373.13 and 15 for preferred and 
422.89 and 17 for secondary official ex- 
change. According to new regulations 
of the Exchange Control Board and the 
Central Bank, all foreign exchange ob- 
tained through the export of merchan- 
dise formerly on the free list, must now 
be sold in the official market at the rate 
of 421.82 to the dollar. Formerly ex- 
change derived from export items other 
than staple lines such as cereals, meat 
and wool, was considered free and 
negotiated in the free market. At the 
same time an “Auction Market” is 
being established where importers may 
bid for exchange to cover the importa- 
tion of goods for which official ex- 
change permits are not available. 

The Buenos Aires Stock Exchange 
turnover for January amounted to only 
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m$n 74,656,000 compared with 


m$n 80,480,000 in the previous month 
and m$n 111,851,000 in January, 1940. 


—_ 


FINLAND 


THE cost of living in Finland has risen 
so steadily since the outbreak of the 
war that the Bureau of Social Research 
has decided to revise its indexes and 
adopt a new normal standard for use 
in contrasting present conditions. The 
pre-war period, August 1, 1938, to July 
31, 1939, has been selected as the new 
standard year of the official cost-of-liv- 
ing index in place of the year 1935 used 
until recently. This new standard shows 
cost of living mounting from 110 in 
November, 1939 to 131 in October, 
1940 and 133 in November, 1940. 

Figures covering Finnish foreign 
trade during the first 10 months of 1940 
show that civilian imports totaled about 
3,800,000,000 Finnish marks ($74,- 
100,000), while exports amounted to 
2,100,000,000 Finnish marks ($40,950,- 
000). Imports consisted chiefly of con- 
sumption goods, such as cereals, animal 
and vegetable fats, sugar, mineral oil 
and fuel, chemicals, wool and wool 
products, cotton and cotton products, 
and the most necessary production 
goods. Exports were chiefly lumber 
and wood products, wood pulp, paper 
and cardboard. 

During the same period in 1939 the 
value of imports was 6,662,100,000 
Finnish marks ($132,575,000) and of 
exports 6,948,800,000 Finnish marks 
($138,281,000) . 

Domestic trade in Finland continued 
to advance during the fourth quarter. 
During November, sales of nine of the 
chief wholesale establishments in the 
country, representing about one-third of 
the total trade, amounted to 527,100,000 
marks, compared with 521,100,000 
marks in October and 346,700,000 
marks in November, 1939. 

Industries producing for the home 
market boomed during the third quarter, 
and output reached a value of 4,000,- 
000.900 marks during this period, the 
highest quarterly figure ever reported 
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for Finnish industries producing for the 
domestic market. While an important 
part of this production-value figure is 
due to rising prices, volume was also 
unprecedentedly high. This trend is 
said to be continuing.—Foreign Com- 
merce Weekly. 


_ 


INDIA 


As reported by Foreign Commerce 
Weekly, in 1939-40 India’s excess export 
balance of merchandise trade amounted 
to 466,700,000 rupees, the highest in 
four years. In addition, exports of 
gold, silver and currency on private and 
government account exceeded imports 
by 341,500,000 rupees, bringing the 
total visible export balance of India to 
808,200,000 rupees. The balance of 
remittances consisting chiefly of Central 
Reserve Bank purchases of sterling 
amounted to 968,800,000 rupees, ex- 
ceeding the visible export balance by 
174,200,000 rupees. 

If, however, the corresponding figures 
for Burma are included, it is demon- 
strated that the India and Burma area 
provides a surplus of exchange with 
which to settle the adverse balance 
of invisible payments that normally 
accrues. On this basis the total visible 
export balance in 1939-40 was 1,095,- 
500,000 rupees, more than 100,000,000 
in excess of the amount necessary to 
cover remittances from the two areas. 


_ 


CHINA 


It is reported by The Chinese Economic 
and Statistical Review (Shanghai) that 
a new Municipal Bank is to be opened 
at Chungking, with a capital of $1,000,- 
000, of which the government will sub- 
scribe $600,000 and private interests the 
remaining $400,000. 

From the same source it is learned 
that the Nanking Commercial Bank, 
which was closed on June 18, owing to 
temporary insolvency has been reopened 
under the management of Ting Shan- 
Kuei, and that depositors were free to 
make withdrawals without restrictions. 
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Current Conditions in Canada 


HE new certainty that the United 

States will throw all its industrial 

resources into the scale on the side 
of Britain and her allies has generated 
fresh: confidence about the outcome of 
the war and is expected to be an in- 
vigorating tonic to business in Canada, 
reports the Bank of Montreal in its 
Business Summary for March. The 
summary continues. 

“The passage of the Lease-Lend Bill 
at Washington, while it will result in 
a huge increase in the shipments of 
armaments and munitions to Britain 
from the United States, will not 
diminish the Canadian output of war 
materials, but it will have the effect of 
accelerating the policy of coordinating 
the industrial war programs of Canada 
and the United States with the object 
of providing the maximum possible aid 
to Britain in the shortest possible time. 

“Meanwhile Canada’s war effort. con- 
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tinues to absorb the attention of the 
whole nation and to occupy the ener- 
gies of a large part of its population. 
Gearing of the industrial structure of 
the Dominion to its maximum possible 
production continues apace; general 
business is experiencing a satisfactory 
measure of well-diffused prosperity, and 
unemployment is reduced to small di- 
mensions. It is estimated that the main 
industrial plants of Canada are now for 
the first time operating at virtually their 
full capacity. The increased scale of 
the output of the basic iron and steel 
and other industries during the first 
quarter of this year indicates that be- 
fore the end of 1941 all previous 
records for industrial production will 
be easily surpassed. . . . 

“A substantial enlargement of the 
government’s already extensive ship- 
building program has been decided 
upon and plans are in train for build- 
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ing destroyers as well as more merchant 
vessels in Canadian yards. The Minis- 
ter of Munitions and Supply has an- 
nounced that plans are being made to 
impose a check upon motor car pro- 
duction for sale to the public, the pur- 
pose to conserve labor and materials 
for war purposes. Passenger car pro- 
duction has already been reduced by 
the manufacturers themselves, the out- 
put for the first two months of the year 
being 22,000 cars as compared with 
25,400 in 1940. 

“Apart from the war _ industries, 
manufacturing activity in general is 
being maintained at a high level. Min- 
ing is being carried on upon a major 
scale and, as a consequence of the gen- 
eral activity, consumption of hydro- 
electric power continues to ‘increase. 
Government contracts have brought a 
marked upward surge to the construc- 
tion industry and the value of the new 
contracts placed in February was $24,- 
704,000, which although below the 
January figure of $26,579,000, was 
more than double the figure for Feb- 
ruary, 1940, $11,768,000. Retail trade 


remains very prosperous, thanks to the 


large expansion of payrolls and wage 


increases. In February the dollar vol- 
ume of the sales of Canadian depart- 
ment stores was 2 per cent higher than 
in January and 11 per cent higher than 
in February, 1940. Plans have been com- 
pleted for a concerted effort on the part 
of governments and other agencies to 
stimulate the summer tourist trade in 
1941. The preliminary estimate of the 
Dominion Bureau of Statistics now 
places receipts from this trade. last year 
at $128,000,000, with a balance of $85,- 
000,000 in Canada’s favor.” 


The Canadian Bank of Commerce 


The Canadian Bank of Commerce’s 
index of industrial activity at mid- 
February, as reported in the March issue 
of their Monthly Commercial Letter, 
registered 139 (1937=—100), as com- 
pared with 133 at mid-January, while 
the percentage of current factory capac- 
ity utilized rose from 96 to 100. The 


report continues: 
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“Activity in the various heavy indus- 
tries was mainly accountable for this 
accelerated rise, but increases, ranging 
from slight to moderate, in the other 
groups were contributory factors. Food- 
stuffs recorded the first general rise 
since November. In the clothing group, 
greater activity in the manufacture of 
footwear, women’s factory clothing, 
hosiery, knitted goods and silks was 
offset by a continued recession in men’s 
clothing, furnishings and cotton goods. 
There was a slight rise both in pulp and 
paper and in wood products, including 
lumber and furniture. 

“The automotive industries continued 
along the rising trend of activity which 
began last autumn, and operated at a 
rate 56 per cent above that of a year 
ago. The corresponding increase over 
February, 1940, in the iron and steel 
trades was 87 per cent. 

“Our wage payroll index for Janu- 
ary, 1941, (provisional) was 153 
(1937=100), as compared with 166 
(revised) for December and 106 for 
January, 1940. The index for manu- 
facturing wages alone was 157, as com- 
pared with 163 in December and 111 in 
January, 1940. That for wages in 
wholesale, retail and service trade was 


‘124, as compared with 199 in -Decem- 


ber and 95 in January, 1940. These 
declines from December were seasonal, 
that in trade being most marked owing 
to the high level reached in the earlier 
month as a result partly of extra holi- 
day employment and partly of the dis- 
tribution of bonuses. The increase of 
January, 1940, was 41 per cent in 
manufacturing, 31 per cent in trade and 
44 per cent in the composite index. 
“Only minor price movements were 
recorded during the past month, and 
our index number moved upward a 
fraction of a point from 78.96 in mid- 
January to 79.10 in mid-February. Price 
movements in the grains were very 
narrow, though wheat and barley aver- 
aged a little higher than in the previous 
month. The higher levels established 
for flax a month ago were well main- 
tained and quotations for linseed oil 
again advanced. There was little 
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fluctuation in live stock prices and the 
market was generally firm. Exports of 
cattle to the United States during the 
first two months of the year were well 
in excess of those during the same 
period in 1940. Butter prices were 
unchanged during most of the month 
but strengthened toward the close. 
Cheese was unchanged but eggs de- 
clined. Fur prices established at recent 
auctions were fairly well maintained at 
previous levels, though there were 
slight declines in some of the less im- 
portant varieties. Owing to the grow- 
ing tension in the Far East there were 
increases in all commodities originating 
in that area, including tea, rice, rubber 
and silk. Base metal prices were gen- 
erally unchanged with the exception of 
zinc sheets, which advanced, as did 
certain types of fuel.” 


The Royal Bank of Canada 


The March issue of the Monthly 
Letter of The Royal Bank of Canada, 
Montreal, completes its twenty-first 
year of continuous publication. On 
this anniversary, the editor calls atten- 
tion to the world situation at the end 
of the first world war as follows: 

“On March 8, 1920, the Supreme 
Council of the Peace Conference, then 
meeting at Versailles, published a 
declaration so important that our June, 
1920, issue was doubled in size in order 
to publish it in its entirety. Although 
intended primarily as a survey of con- 
ditions in Europe and recommendations 
for its reconstruction, its message was 
applicable to all countries, including 
those on this continent. The following 
quotations indicate the tenor and char- 
acter of the declaration: 

The first step to the reconstruction of 
Europe is to complete the process of de- 
mobilization in all countries, to resume the 
full employment in peaceful pursuits of the 
whole of the able-bodied population, and 
to encourage by every means the normal 
interchange of their products. .. . 

Liberty has indeed been preserved to Eu- 
rope, and the threat of military domination 
is gone. This great achievement has, how- 
ever, left victors and vanquished alike im- 
poverished and enfeebled. .. . 

Governments must cooperate in the re- 
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construction of the common economic life 
in Europe, which is vitally interrelated, by 
facilitating the regular interchange of their 
products and by avoiding arbitrary ob- 
struction of the natural flow of European 
trade. ... 

Government action may mitigate or dis- 
guise some of the effects of the rise in 
prices, but it cannot remove the root cause, 
which is the destruction of wealth. This 
loss of wealth is, after all, but a small mat- 
ter compared with the sacrifice of life which 
was freely given during the war to over- 
throw militarism and reestablish national 
liberty in Europe. But its effects can only 
be healed by the passage of time, and the 
people of Europe, if they wish to expedite 
the process, must contribute to the works 
of peace the same ardor and devotion as 
they gave to the prosecution of the war. 


“Had the same statesmanship which 
characterized the expression of these 
principles been evident in their applica- 
tion, how different the history of the 
past twenty years might have been,” 
points out the editor of the Monthly 
Letter today. 


LEASE-LEND BILL EFFECTS ON 
CANADA 


PassaGE of the Lease-Lend Bill by 
the American Congress will merely 
speed the policy already in force of 
coordinating Canadian and United 
States industry with the object of 
speediest and maximum war aid to 
Britain, according to responsible Ottawa 
opinion. The origins of this policy lie 
in the Joint Defense Agreement of last 
August, and it will likely reach its ful- 
fillment in the coming months,. accord- 
ing to The Financial Post. 

Canada will continue to concentrate 
on those war materials not largely nor 
conveniently available in the United 
States. This means small arms, ex- 
plosives, motor transport, small mili- 
tary equipment, surplus domestic food- 
stuffs like wheat and bacon. 

Financially Canada is not expected to 
be affected, at least in the immediate 
future. To become a borrower under 
the bill Washington might expect this 
country to first liquidate some Canadian 
investments south of the line. Canadian 
authorities are understood to be strongly 
opposed to such a step, would rather 
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float a straight loan in the United States, 
with no strings attached. 

The questions raised for Canada in 
the Lend-Lease bill are twofold, says 
The Post: 

(1) Should Canada come under its 
terms and become a borrower of war 
materials? 

(2) Should Britain transfer procure- 
ment of materials now obtained from 
Canadian sources to the U. S. A.? 

The latter aspect is more important 
than appears in the Congressional de- 
bates, for a last-minute amendment to 
the bill as it left the U. S. Senate added 
agricultural commodities to the defini- 
tion of war materials eligible for 
transfer. 


~_ 


SAVINGS DEPOSITS SHOW GAIN 


For the third successive month, sav- 
ings deposits of the Canadian people in 
the chartered banks in January showed 
an increase over the preceding month, 
according to the recent monthly returns 
of the banks to the Minister of Finance 
as at January 31, 1941, reports The 
Financial Post, Toronto. 

Savings deposits on the date of the 
return were $26.8 millions above the 
previous month but $82 millions lower 
than a year ago. The rise in these de- 
posits in recent months reflects the 
extent to which Canadians are saving 
part of their increased earnings derived 
from increased employment and higher 
wages resulting from the war business. 

The decline in savings deposits from 
the year preceding was due to two main 
factors: The two war loans in January 
and September, 1940 and the with- 
drawals in May and June by nervous 
depositors who at the time of the Ger- 
man blitzkrieg thought their money was 
safer in their sock than in the bank. 

Dominion Government deposits at 
January 31 were up substantially both 
from the preceding month and last 
year reflecting the financing of the Do- 
minion Government in January through 
an issue of short-term bonds to the 


banks. 
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Current loans in Canada were slightly 
lower in January than in December, re- 
flecting the seasonal lull in general busi- 
ness. But compared with 1940 they 
were $42 millions higher. The decline 
from December was much less than 
usually seen in January. 

Call loans in Canada continued to 
decline, reflecting the shrinkage in 
speculative activity on the stock ex- 
changes while loans to the provinces 
and municipalities were lower in both 
monthly and yearly comparison. 


~~ 


PUBLIC LEADS BANKS IN WAR 
FINANCING 


Ficures on Canada’s borrowings since 
the outbreak of war appear to in- 
dicate that up to the end of 1940, the 
greater part of Canada’s war borrow- 
ings has been met outside the banking 
system. After making allowances for 
bond redemptions and the issue made 
to take over the gold and foreign ex- 
change holdings of the Bank of Canada, 
the net amount which had to be found 
by the Dominion amounted to $661 
millions, reports The Fnancial Post, 
Toronto. 


Although the holdings of government 
securities by the Bank of Canada and 
the chartered banks rose some $254 mil- 
lions according to the figures recently 
tabled by Finance Minister Ilsley (after 
deducting the increase attributable to 
the change in the gold and foreign ex- 
change of $407 millions. The figures 


are as follows: 


Borrowings From Canadian Sources 
Sept. 1, 1939, to Dec. 31, 1940 
(millions) 


Total borrowings 
Less: Redemptions 
Issued to Bank of Canada for gold, 
Oy a duvtitas jaeee et SEE Re 
Add: Repatriated issues 


Borrowed from Canadian sources.... 
Increased holdings of govt. securities 
by banking system 


Borrowed from “public” 


1941 













































































Ir War Comes TO THE AMERICAN 
Home. By S. F. Porter. New York: 
Robert M. McBride & Company. 1941. 
Pp. 304. $2.50. 


S. F. Porter, whose daily column in 
the New York Post is well known to the 
financial community, has completed 
another interesting and timely volume. 

It is apparent that the defense pro- 
gram is going to affect John Q. Citizen 
in many ways. It is also obvious that 
he is aware, in only a vague way, of the 
consequences of our armament efforts. 
Just what current national policy may 
mean to the average citizen and how it 
may be expected to influence his living 
conditions, affect his wages and savings, 
are all covered in specific detail by the 
author. 

It may be observed that this is the 
first comprehensive treatment of prob- 
lems likely to be raised by present and 
future preparedness efforts that has 
been presented in everyday non-techni- 
cal language. The book is designed for 
the average layman and does an excel- 
lent job of driving home the economic 
and social implications of war. Unlike 
some facile interpretations designed for 
popular consumption, Mrs. Porter’s 
work assists rather than confuses the 
reader. It enables one to take inventory 
of his position in a period of economic 
transition and goes a long way toward 
helping devise a program for security 
and protection. 


‘The volume is well written and has 
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Brief Reviews 


all the benefits of the author’s wide 


experience in financial circles. 


PROBLEMS OF SMALL Business: Mono- 
GRAPH No. 17. By the Temporary 
National Economic Committee. Wash- 


ington, D. C.; Superintendent of 
Documents, Government Printing 
Office. 1941. Pp. XIX-412. 40 
cents. 


Tuis valuable study of the problems of 
small business comprises an analysis of 
material collected by the Department of 
Commerce, particularly through the 
Census Bureau, by the Securities and 
Exchange Commission in a special study 
organized by the Temporary National 
Economic Committee, and by the Indus- 
trial Economics Division of the Depart- 
ment of Commerce. It represents the 
work of several years, and presents in 
a manner seldom attempted every aspect 
of the financial life of small business. 


Part I, “High Mortality—Facts and 
Factors,” contains data regarding: busi- 
ness mortality in various lines; changes 
in business population; business migra- 
tion; managerial competency as a fac- 
tor; adequacy of capital; control of 
assets and liabilities, costs, sales, mar- 
kets; credit as a factor; Government 
regulation as a factor; etc. Part Il, 
“Market Security and Price Stability of 
Competition in Distribution,” discusses 
the struggle for marketing control, and 
gives an economic summary of resale 
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price maintenance factors. Part III, 
“Adequate Long-Term and Short-Term 
Financing,” deals with capital and 
credit problems of small business. It 
shows how local business is becoming 
increasingly dependent upon _institu- 
tional rather than individual credit, and 
deals with the changing part played by 
commercial banks. The possibility of 
a system of regional finance companies, 
as suggested by Chairman Jerome N. 
Frank of the Securities and Exchange 
Commission, is also analyzed. Data on 
field studies of small business in Fall 
River, Mass.; Scranton and Wilkes- 
Barre, Pa.; Detroit, Mich.; Dallas and 
Houston, Texas; Omaha, Neb.; Denver, 
Colo.; Seattle, Wash. and Portland, 
Oregon are also included in this 
monograph. 


Tue News anp How To UnpERsTAnp It. 
By Quincy Howe. New York: Simon 
& Schuster. 1941. Pp. 250. $2. 


Ir is probably accurate to say that 
Americans suffer, if anything, from too 
much news rather than too little. The 
problem for the average citizen is how 
to get through the day’s grist of facts 
as presented by his newspaper, his 
radio and his various magazines and 
have any clear-cut impression left in 
his mind of what is really going on. 

In this volume, Quincy Howe, him- 
self a writer and commentator, under- 
takes to instruct the reader how to 
understand the news without being 
affected by propaganda or prejudice 
and without losing that basic, individ- 
ual approach which every reader should 
have if he is not to be swayed this way 
and that by the eloquence of the mo- 
ment. 

Mr. Howe discusses the various press 
associations; syndicates and columnists; 
Washington news; foreign news and 
foreign correspondents; news in books 
and magazines; radio news and com- 
mentators. A whole chapter is devoted 
to the editor of Time whom the author 
calls “the greatest magazine editor in 
America.” 

In a final chapter the author defines 


Early diagnosis is the first 
line of defense against cancer. 
Enlist in the local unit of the 
Women’s Field Army. Annual 
enlistment fee $1.00. 


AMERICAN SOCIETY 
for the 


CONTROL OF CANCER 
385 madison avenue + new york city 
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his own approach to the news and 
applies it to the actual events in twenty- 
four hours of current history. 


You Can Make A SpeecH. By William 
Doll. New York: The Ronald Press. 
1941. Pp. xii-250. $2.50. 


Tuts book undertakes to show business 
and professional people with a limited 
amount of time at their disposal for 
such training, just how to select mate- 
rial for, organize, develop, and deliver 
an effective speech. Many well-known 
men and women have been trained by 
the author, and in his book he uses the 
results of his experience and observa- 
tion. 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
International Bldg 


630 Fifth Ave. 

Rockefeller Center 
Brooxktyn.. 
BaLTImMoreE. 





66. Court Street 
_Baltimore Life Building 
30 North Michigan Avenue 

Leader Building 

David Whitney Building 
. 15th Street 
Grant Building 
1115 Connecticut Avenue 





PHILADELPHIA . 
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A new method of preparation is 
recommended in which more emphasis 
is laid on the selection of a message for 
a particular occasion and audience. The 
old method of writing, reading, memor- 
izing and notes is analyzed for its de- 
fects which the new way is »lanned to 
remedy. Platform personaliiy, ways to 
appeal to an audience, and delivery are 
discussed in terms of modern psychol- 
ogy. 

The chapter on radio broadcasting 
and loud speakers should be particu- 
larly useful just now. The special tech- 
niques in timing and speaking which 
are absolute essentials for good broad- 
casting, as well the regulations to which 
every radio script is subject are men- 
tioned. 

An appendix containing sixteen 
speeches by such people as Dorothy 
Thompson, Winston Churchill, and Her- 
bert Hoover gives the reader an oppor- 
tunity to read and analyze some modern 
speeches for effectiveness, audience ap- 
peal and message. 





GENERAL ACCOUNTING. 
ney. New York: Prentice-Hall. 1941, 
Pp. 604. $5.35. 


Tuts book was written for laymen and 
students who, although not interested in 
accounting as a profession, realize the 
importance of a general familiarity with 
the subject. 

“Although accounting employs the 
familiar language in which all of our 
thoughts are expressed,” says the author 
in his preface, “it is like the language 
of contract bidding—conventions have 
given special significance to words and 
phrases. The accountant who prepares 
the reports and the layman to whom 
they are addressed too frequently are in 
the regrettable position of bridge part- 
ners of whom only one fully under- 
stands the language of the activity in 
which they are engaged. 

“Any language, to be fully useful, 
must be understood by both the speaker 
and the listener, by the writer and the 
reader. Unfortunately, this is not al- 
ways the case with accounting. Business 
executives too often are unable to read 
their accounts and are not always able 
wholly to grasp the significance of the 
reports prepared for their guidance in 
making managerial decisions; profes- 
sional men frequently are handicapped 
in their service to clients by their un- 
familiarity with accounts; and many in- 
vestors cannot adequately analyze the 
reports of companies in which they have 
placed their funds or contemplate plae- 
ing them.” 

For the reader who wishes to learn 
the elementary principles of accounting 
and to understand its language this 


book is admirably suited. 


Gumwe. American 
Guide Series. New York: Hastings 
House. 1941. Pp. 746. $3. 

THIs is a complete guide book to one 

of America’s most picturesque and fas- 

cinating states. Compiled by workers of 
the Writers’ Program of the Works 

Projects Administration in the State of 

Louisiana. It was sponsored by the 

Louisiana Library Commission at Baton 


Rouge. 


LovuIsIANA STATE 
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Within the more than 700 pages of 
this useful volume will be found a vast 
fund of information for the visitor to 
Louisiana and even for those who elect 
to do their sight seeing vicariously by 
reading before their own firesides. 

Sections will be found covering the 
history, government, agriculture, and 
industrial development of the state. 
Chapters are devoted to racial elements, 
folkways, social life, education, religion, 
architecture, art, literature, music and 
the theatre and particularly cuisine for 
which this state is justly famous. 

There are maps and a copious col- 
lection of photographs showing typical 
scenes in all parts of the state. A valu- 
able feature is a calendar of annual 
events such as the various festivals and 
carnivals which are peculiar to this 
region. 

For the benefit of the motorist there 
is included a detailed description of 
various suggested tours covering all 
parts of the state with detailed direc- 
tions and a running description of the 
points of interest along the way. 


Do You NEED Some Money? By Alli- 
ston Cragg. New York: Harper & 
Bros. 1941. Pp. 271. $2.25. 


CoNnsUMER credit has grown to such im- 
portance in the nation’s business that 
it has now become an absolutely essen- 
tial part of our economic system. The 
author describes what private and Fed- 
eral agencies exist for extending credit 
or making cash loans. He tells of the 
various types of loans, rates, terms, 
qualifications of borrowers, advantages 
and disadvantages to consumers, why 
each agency was created, and how all 
classes of consumers can use them to 
increase their purchasing power. 


In a concluding chapter, entitled 
“The Way Out” the author proposes a 
solution of the unemployment problem 
by the regulated use of consumer credit. 
He believes that the way to restore a 
healthy economy is to encourage con- 
sumption. Credits, he believes, should 
be extended not to producers but to 
consumers, because if the funds thus ex- 
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tended are spent promptly for con- 
sumers’ goods there will be started an 
inevitable chain of business transactions. 
The author’s plan is to substitute gen- 
erous Government credits to the unem- 
ployed ($25 a week he suggests) for 
work-relief—the funds thus advanced to 
be paid back by the recipients in con- 
venient installments as soon as they are 
again employed. Work relief, he be- 
lieves, is only a palliative as it gives 
the recipient a mere subsistence wage 
and nothing like full purchasing power. 
The theory is that liberal consumer 
credits would restore automatically and 
immediately full purchasing power 
which would in turn make possible a 
capacity production of consumer goods 
and thus restore the economic activity 
which will eliminate unemployment. 

Whether or not this plan will appeal 
to the reader as being sound and prac- 
tical, the banker will find in it much 
food for thought and some valuable in- 
formation about consumer credit in 
general. 


Stupies in Economic WarFARE. By 
D. T. Jack. New York: Chemical 
Publishing Company. 1941. Pp. 
178. $4. 


In any book of the present day dealing 
with the economics of war, the question 
of how long Germany can last eco- 
nomically, is bound to be raised. This 
book attempts a study of the problem 
in relation to the similar European 
struggles of 1793-95 and 1914-18. 

The discussion of any phase of these 
wars, however, is not complete without 
some of the diplomatic background and 
the modern developments in interna- 
tional law, even though international 
law and its codes are no longer re- 
spected. 

As a result of his survey the author 
feels that the present methods of eco- 
nomic warfare together with the current 
alignment of powers is not likely to 
bring about the immediate collapse of 
German economy within a short period 
of time. But the weaknesses he has 
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found in it are liable to increase rather 
than decrease with time. Germany was 
prepared for war, and its new conquests 
have yielded quick gains. The effect 
of both these factors, says the author, 
will decrease with time. 

The spread of the war to the Balkans, 
he thinks is particularly significant, 
since Roumania and Yugoslavia are es- 
pecially able to back up Germany at 
her weakest points, namely with oil 
and wheat. 


A Gute To Key West. American Guide 
Series. New York: Hastings House. 
Pp. 122. 1941. $1.25. 


Key West, lying at the southernmost 
point of the Florida keys, is the only 
city in the United States where truly 
tropical conditions prevail. It is mod- 
ern, gay and cosmopolitan. Sea air, 
sea water and sun make it a vacation 
spot for rest and play. 

This book tells you everything about 
this island of romantic legend; where 
to go; what to see; why and how. 
Thirty-two pages of gravure illustra- 
tions and a thorough text prepared from 
all available sources recounts its pic- 
turesque history, describe its life and 
culture, its industry and commerce and 
tell you what to look for in the winding 
lanes and sudden narrow alleys through- 
out the island. 

This book was compiled by workers 
of the Writers’ Program of the Work 
Projects Administration in the State of 
Florida and was sponsored by the 
Florida State Planning Board. 


Pusuic Poticy. Volume II. Edited by 
Carl J. Friedrich and Edward S. 
Mason. Cambridge, Mass.: Harvard 
University. 1941. Pp. 458. $4. 

Tuts volume is the second of a series 

published by the Graduate School of 

Public Administration of Harvard Uni- 

versity. It consists of thirteen invalu- 

able monographs relating to public 
policy. The first half of this work dis- 
cusses “Budgetary and Fiscal Problems” 
while the final section is devoted to 


“Defense Problems and Miscellaneous.” — 

Each monograph is obviously the re- 
sult of paintstaking and diligent re- 
search. Of particular interest at this 
time, especially in view of current eco- 
nomic trends, are the articles on 
Budgetary Symbolism, The Investment 
Budget, and Deficit Finance. Despite 
the fact that the contributors are dis- 
tinguished in the fields of economics 
and public finance, their present efforts 
can only serve to enhance already en- 
viable academic reputations. 


These articles, besides condensing 
and clarifying prevailing economic 
thought on their respective subjects, 
represent penetrating explorations of 
theory and, in addition, extend existing 
concepts with a good measure of origi- 
nal thinking. Those interested in the 
fields covered cannot afford to omit ex- 
amination of this volume. 


BOOKLETS 


Wuat Can Be Done sy Our GovernMENT 
to Avorw Inriation Losses? By Walter 
Earl Spahr. New York: Economists’ Na- 
tional Committee on Monetary Policy, 70 
Fifth Ave. 1941. Pp. 19. 

Reprint of an address before the New 

York City Control of the Controllers In- 

stitute of America, this study contains sec- 

tions on: The bases of a sound Government 
program; the matter of the debt limit; 
what about inflation?; the question of price- 
fixing; the gold problem; and, the arma- 
ment program—an opening for the Trojan 
Horse of collectivism. 


American AssocraTION oF COLLEGIATE 
Scnoots oF Bustness: PRocEEDINGS OF THE 
32np Annvat Meetinc. Hanover, New 
Hampshire: American Association of 
Collegiate Schools of Business. The Amos 
Tuck School, Dartmouth College. 1940. 
Pp. 134. $1.25. 


Tuts booklet contains the proceedings of 
the annual meeting held early this year at 
the School of Business Administration, 
University of Texas. Papers are included 
on: Objectives and experiences in conduct- 
ing business research; some problems and - 
aspects of student placement; the functions 
of a university school of business; miscel- 
laneous problems of business schools, etc. 
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The Commercial Banking Outlook 


Poor’s Industry and Investment Survey, Standard and Poor's Corporation, 
New York City (formerly Poor’s Publishing Company) 


HE Government’s rearmament pro- 

gram is expected to have a pro- 

found and far-reaching effect upon 
the nation’s banking and financial struc- 
ture. Rearmament is much more costly 
today than it was during the World 
War period, because of the increased 
emphasis upon aircraft, tanks, and other 
mechanized and motorized equipment. 
Rearmament outlays are also inflating 
Government budgets which have been 
continuously unbalanced for nearly a 
decade. Moreover, the nation now has 
the largest debt burden in its history, 
and has been subject to rising taxes for 
many years. 

Commercial banks are expected to ex- 
pand earnings during the period of in- 
tensive rearmament. Rearmament ex- 
penditures have caused a sharp rise in 


industrial activity, and they have stimu- 
lated the demand for bank credit from 
contractors and suppliers working on 


defense orders. Larger advances for 
consumer needs are also expected to re- 
sult from improvement in employment 
conditions. The demand for construc- 
tion loans should increase, and further 
growth is expected in personal loans, 
installment financing, and term loans. 
More prosperous business conditions 
should provide recoveries on credits 
previously written off, thereby con- 
tributing to nonoperating income. Ac- 
cordingly, earnings from loan operations 
are expected to improve. 


Interest Rates 


Although Treasury officials desire to 
distribute a substantial amount of the 
new Government obligations to the pub- 
lic in order to reduce the stimulating 
effect of the financing on bank reserves, 
undoubtedly commercial banks and 
other institutional investors will be ob- 
liged to absorb a major portion of the 
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new offerings. Accordingly, interest 
income from investments will increase 
as holdings of U. S. Government and 
other securities are expanded. Further- 
more, inasmuch as credit conditions im- 
prove during a period of high industrial 
activity, important market recoveries are 
expected in lower grade, depreciated 
bonds. 

The unprecedented strength of the 
money market structure indicates that 
low interest rates will be maintained for 
a further period. Bank deposits and 
excess reserves are virtually at record 
high levels, and the supply of funds is 
expected to prove more than adequate 
to accommodate strengthening credit 
demand. The Federal Reserve System 
has indicated a desire for somewhat 
higher interest rates and a more restric 
tive credit policy, but, because of the 
immense volume of necessary defense 
financing, the Administration and the 
Treasury are expected to exert their in- 
fluences toward the maintenance of easy 
money conditions. 


Add to Reserves 


If the United States becomes a bel- 
ligerent, however, serious maladjust- 
ments will develop in trade, price levels, 
production, and employment. These 
will prove to be extremely troublesome 
to adjust in-a period of postwar econ- 
omy. Accordingly, the increased bank 
earnings and recoveries which may ac- 
crue during the period ahead should be 
added to reserves to take care of losses 
which inevitably follow extraordinary 
industrial and credit expansion. Com- 
mercial banks are already codperating 
in the defense effort, and as a result, 
the ratio of high risk-bearing assets to 
capital is increasing, thereby enhancing 
the prospect of ultimate depreciation 
and credit losses. 
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Present and Post-War Investment 
Policies 


By Marcus NADLER 


Professor of Finance, New York University, and Research Director, Institute of 
International Finance 


URING the rearmament program 
and the war, business activity is 
bound to be at a high level and 

the banks throughout the country will 
be offered an opportunity to liquidate 
those of their assets which are not suit- 
able bank investments. Althoagh a 
moderate firming of interest rates can 
be expected primarily because of the 
huge demand for money on the part of 
the Government, a major change is not 
likely to occur. Hence, by adhering to 
a policy of conservatism and of acquir- 
ing only the highest grade obligations 
available, the banks are preparing them- 
selves for the inevitable day of reckon- 


ing which is bound to come once the 
war and the rearmament program are 
over. 


Help Government 


In the emergency, the investment 
policies as well as the loan policies of 
banks must be based, of necessity, on 
the requirements of the Government for 
national defense. Under conditions as 
they exist at present in the United States 
—in view of the large volume of de- 
posits, the mounting volume of employ- 
ment, and the rising wage scale—the 
first function of the banks should be to 
help the Government as much as pos- 
sible to distribute the securities to be 
issued for national defense among ulti- 
mate investors. The distribution on a 
large scale by the Government of its 
securities among investors may, and in 
all probability will, cause a shift in de- 
posits from savings to demand. It may 
adversely affect the savings deposits of 
institutions which, because of circum- 
stances over which they have no control, 
were forced to reduce the rate of inter- 


est paid by them. But these incon- 
veniences should be set aside, and the 
attitude should be dominated entirely 
by the needs of the Government and by 
what is best for the country. 

At present, it would be highly desir- 
able that the Treasury meet all its needs 
through the sale of obligations to ulti- 
mate investors. But even if the people 
as a whole fully supported the Govern- 
ment in this effort, it is evident that 
the needs of the latter will be so great 
that the banks, too, will be called upon 
to absorb some of the newly-issued ob- 
ligations offered by the Treasury. 

The present sharp upturn in business 
activity, however, in my opinion, will 
offer the financial institutions of the 
country an opportunity to strengthen 


MARCUS NADLER 
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‘Not only will there be much 
more destruction of property 
and of wealth than during the 
last war, but also the debts of 
all countries are bound to be 
larger, and the maladjustments 
of industry and trade will be 
even greater than those brought 
about by the last war. During 
this period of readjustment, 
business activity may decline. 
Profits of corporations will de- 
crease, and prices of credit 
bonds will suffer accordingly. 
Under such circumstances, it 
seems clear that the best invest- 
ment policy during the present 
period of great business activity 
is gradually to liquidate any 
obligation the outlook for which 
is uncertain and whose price de- 
pends on business activity,’’ sug- 
gests Dr. Nadler in the accom- 
panying portion of his recent 
ABA Eastern Regional Confer- 
ence address. 


their assets and to place themselves in a 
position to weather successfully the 
storm which is bound to come with the 
period of readjustment. The better pre- 
pared the financial institutions are, the 
greater are the chances that they will 
survive this period and the better will 
be their position to finance domestic 
and international reconstruction. 

A bank can invest its funds either in 
money obligations, that is, those obliga- 
tions, the price of which fluctuates only 
with money rates; credit bonds, that 
is, obligations which are cyclical in 
character and the price of which moves 
with the rhythm of business activity, or 
in mortgages and real estate. 

Where a bank has in its portfolio 
only Government bonds or other secu- 
rities of the same high calibre, that 
particular institution is concerned only 


with one problem, namely, the trend of 
interest rates. If interest rates should 
remain at approximately their present 
level, then these banks obviously have 
nothing to fear with respect to the 
future of their obligations. 


Post-War Problems 


The immediate outlook for credit 
bonds, commonly referred to as me- 
dium-grade bonds, is fair. However, 
institutions holding such obligations 
should bear in mind that sooner or later 
the war and the rearmament program 
will come to an end and that this time 
the post-war readjustment will be much 
more difficult than after the last war. 
Not only will there be much more de- 
struction of property and of wealth than 
during the last war, but also the debts 
of all countries are bound to be larger, 
and the maladjustments of industry and 
trade will be even greater than those 
brought about by the last war. During 
this period of readjustment, business ac- 
tivity may decline. Profits of corpora- 
tions will decrease, and prices of credit 
bonds will suffer accordingly. Under 
such circumstances, it seems clear that 
the best investment policy during the 
present period of great business activity 
is gradually to liquidate any obligation 
the outlook for which is uncertain and 
whose price depends on business ac- 
tivity. 

Banks under any _ circumstances 
should not invest their depositors’ 
money in real estate. This injunction 
applies with even more force today, be- 
cause in all likelihood during the period 
of readjustment the Federal, state and 
municipal authorities will make great 
efforts to create employment through 
housing projects. Old real estate par- 
ticularly residential property will not 
be in a position to compete with the 
new homes that will be erected with the 
aid of Government funds. In my 
opinion, therefore, residential property 
after the present emergency is over will 
be much more difficult to dispose of 
than is the case today. 
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The Public Debt Problem 


Business Conditions Weekly, Alexander Hamilton Institute, New York City 


S a result of relief measures during 
the depression, preparations for 
war and actual war expenditures, 

the public debts of practically all coun- 
tries in the world have increased sharply 
in recent years. In the United States, 
a law has recently been passed raising 
the debt limit from $49,000,000,000 to 
$65,000,000,000. In spite of this huge 
amount, however, it is evident that if 
the present emergency continues, the 
debt limit of this country may be raised 
even further in the future. The public 


debt of Great Britain, which at the out- 
break of the war amounted to £8,522.- 
000,000, stood at £10,902,000,000 at the 
end of 1940 and is increasing at a rapid 
rate. 

The total public debt of Japan, which 
prior to the occupation of Manchuria 


amounted to 5,955,816,760 yen, in- 
creased to approximately 22,885,900,- 
000 yen at the end of March, 1940, and 
it is evident that the debt has shown a 
further sharp increase since that time. 
The public debt of Canada is showing a 
similar development as a result of the 
war efforts made by the Dominion. At 
the end of 1940, the Dominion direct 
debt stood at $4,075,600,000. 

It is a well-known fact that the public 
debts of the totalitarian. countries are 
very large, but the total amounts are 
kept secret. It is also known that the 
public debt of France has increased at 
a rate unprecedented in the modern his- 
tory of that nation. 

In view of the sharp increase which 
has already taken place in the public 
debts and which will take place in the 
immediate future, the question has been 
raised as to what will be the outcome 
of this development. 

In order to determine the possible 
effects of the sharp increase in the pub- 
lic debts of the various countries, one 


may draw from the experience of the 
last war. An analysis of the public 
debts in the early 20’s clearly indicates 
that when the debt of a country in- 
creases much faster than the total na- 
tional income, this inevitably leads to a 
sharp rise in the prices of commodities, 
accompanied by a depreciation of the 
currency. The amount of price infla- 
tion and of currency depreciation is 
closely related to the total volume of 
the public debt. 

This indicates that at the present 
time, in the case of France, for instance, 


*‘In view of the sharp in- 
crease which has already taken 
place in the public debts and 
which will take place in the 
immediate future, the question 
has been raised as to what will 
be the outcome of this develop- 
ment, 

“In order to determine the 
possible effects of the sharp in- 
crease in the public debts of the 
various countries, one may draw 
from the experience of the last 
war. An analysis of the public 
debts in the early 20’s clearly in- 
dicates that when the debt of a 
country increases much faster 
than the total national income, 
this inevitably leads to a sharp 
rise in the prices of commodities, 
accompanied by a depreciation 
of the currency. The amount of 
price inflation and of currency 
depreciation is closely related to 
the total volume of the public 
debt.’’ 
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“It is evident that the con- 
sequence of a sharp increase in 
the public debt of a country is 
a rise in prices, accompanied by 
a decline in the international 
value of the nation’s currency. 
This, in essence, represents a 
general unscientific capital levy 
imposed on all the people of the 
nation. 


*‘In some countries, and not- 
ably in England, where the 
economic and social consequences 
of price inflation are well under- 
stoood, the thoughts of econo- 
mists and of statemen are turn- 
ing more and more to the advis- 
ability of imposing a capital 
levy. The argument presented 
is that such a levy imposed by 
the government can be much 
more scientifically handled than 
the ruthless impoverishment of 
the creditor class by the reduc- 
tion in the purchasing power of 
the currency.’’ 


the constant increase in the public debt 
will result in a sharp price rise despite 
the rigid restrictions which France has 
adopted in order to keep price move- 


ments under control. This prospective 
advance in prices means that the ex- 
ternal purchasing power of the franc 
will suffer materially. 

In Great Britain, too, it is evident 
that the increase in the public debt is 
taking place at a rate which will make 
it extremely difficult to maintain the 
present international value of the pound 
sterling. It may be expected, therefore, 
that after the present emergency is over, 
prices in Great Britain will be higher 
while the international value of the 
pound will be lower. 


In Japan, the steady increase in the 
public debt has been accompanied by 
a sharp rise in prices. The increase in 
the debt has also had an unfavorable 
effect on the banking situation of the 
country. 
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It is thus evident that the conse 
quence of a sharp increase in the public 
debt of a country is a rise in prices, 
accompanied by a decline in the inter- 
national value of the nation’s currency, 
This, in essence, represents a general 
unscientific capital levy imposed on all 
the people of the nation. 

In some countries, and notably in 
England, where the economic and social 
consequences of price inflation are well 
understood, the thoughts of economists 
and of statesmen are turning more and 
more to the advisability of imposing a 
capital levy. The argument presented 
is that such a levy imposed by the gov- 
ernment can be much more scientifically 
handled than the ruthless impoverish- 
ment of the creditor class caused by the 
reduction in the purchasing power of 
the currency. 


Debt and Income Comparisons 


In spite of the sharp increase, the 
public debt of the United States is not 
yet as burdensome in relation to the na- 
tional income as is the case of prac- 
tically all other countries. Thus, for 
example, the Department of Commerce 
reports that the national income of the 
United States in 1940 was $74,000, 
000,000. This compares with the pres- 
ent debt limit of $65,000,000,000. On 
the other hand, in Great Britain the 
national income is currently estimated 
at between 5,000,000,000 and 6,000,000- 
000 pounds where as the total debt is 
about 11,000,000,000 pounds. 

This does not mean, however, that 
the United States can easily afford to 
increase the debt limit beyond the pres- 
ent figure. If serious consequences are 
to be avoided, the budget should be bal- 
anced at the earliest possible date. Un- 
der present conditions, this can he 
achieved only through a drastic reduc- 
tion in non-defense expenditures and 
through an increase in taxation. Heavier 
taxation imposed on the population will 
be more economical in the long rum 
than to permit a further sharp increase 
in the public debt, which is inevitably 
followed by price inflation, currency 
depreciation, or by a capital levy. 
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New Business From Personal 
Loans 


By Mervin B. FRANCE 
Vice-President, Society for Savings, Cleveland, Ohio 


N the past few years bankers have 
learned that a loan to “plain John 
Smith” is quite as good as any other 

loan they make, in point of safety and 
repayment. 

This type of loan has definite value 
as a source of business for other depart- 
ments of the bank. A personal loan 
application, if properly drawn, gives a 
complete picture of the applicant’s 
family, resources, and connections; it 
becomes a medium for developing leads 
for other business, as experience has 
shown. 


New Business Leads 


The borrower may list life insurance 
policies on which company loans exist; 
if you make loans on life insurance 
policies, you have secured a prospect. 
Real estate owned may lead to business 
for the Mortgage Loan Department. 
Records show any number of refinanc- 
ing transactions, HOLC mortgages taken 
over by assignment, and construction 
loans, that have resulted from personal 
loan applications. 

The listing of numerous store account 
balances under “Debts,” offers an excel- 

lent opportunity to present the advan- 
tages of a Pay-As-You-Go checking ac- 
count. Most people who have charge 
accounts can be interested in a checking 
account which costs only five cents per 
check issued, and five cents per deposit 
item. 

The purpose of the loan may be for 
a vacation trip, which gives an open- 
ing to point out the advantages of 
Travelers Checks and vacation clubs. 
Reference may be made to income from 
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stocks, bonds, or personal notes which 
suggests that there might be a need for 
a safe deposit box. 

If the borrower has children of school 
age, the application may bring about 
a discussion of the desire for a savings 
account to provide for a college educa- 
tion. You might think that a personal 
loan borrower would be a poor prospect 
for a savings account, but the records 
do not bear this out. A recent spot 
check of 115 personal loans disclosed 
that of this number, 29 had savings ac- 
counts and 13 had checking accounts in 
our institution. 

No discussion of personal loans 
would be complete without proper em- 
phasis on their public relations value. 
This type of lending provides a rare 
opportunity to appeal to the man in the 
shop, the office worker, the small mer- 
chant, the school teacher—by serving 
the general public in a helpful manner: 
It should help to disabuse the public 
mind of the idea that banks are too 
large to bother about the average man’s 
finances. To serve this wider group is 4 
factor of good will which may have a 
definite influence on the future of bank- 
ing. 

It may be a small loan but its im- 
portance lies in the fact that plain John 
Smith takes pride in the fact that he is 
dealing with a bank. He will be hard 
to convince that all bankers have glassy 
eyes, and the chances are he will go 
out of his way to say a good word be- 
cause you helped him. That kind of 
publicity can’t be bought——From an 
address at the recent ABA Eastern Reg- 
ional Conference. 
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We Can Avoid Inflation 


By ALLAN M. Pope 


President, The First Boston Corporation, Boston, Mass. 


in America want our cake and 
\\ we want to eat it too. The cake 
we have today looks mighty good 
to the nationals of almost every country 
on earth. We are not actually at war. 
We are nevertheless working our fac- 
tories overtime on generally non-produc- 
tive goods. We are generally paying 
high wages. We are feeling the im- 
portance of solidarity and the lack of 
it. Are we going to see prices rise be- 
cause of demand, because of taxes, be- 
cause of labor costs? Is this going to 
lead to inflation? 
The answer is No, if we work to- 
gether. 


TRUST DEPARTMENTS 
ALL OVER THE 
COUNTRY ARE USING 


Personal Trust 
Administration 


By CUTHBERT LEE 


A Working Manual for 
Every Trust Department 


Price $5.00 


BANKERS PUBLISHING CO. 


465 MAIN STREET 
CAMBRIDGE, Mass. 


As in Germany and elsewhere we, in 
this country, are now face to face with 
three problems; first, how to finance 
our undertakings; second, how to keep 
prices down; and third, how to keep 
labor costs down without hardship. 

There are also three ways of accom: 
plishing all this so that we may prepare 
for defense as may seem best, to the 
extent that every one of our citizens will 
be proud of America because she stands 
strong enough to be heard and to be 
listened to by the entire world. 

Our first way is through action by a 
united people by patriotic sacrifices, 
We are not yet in that state of mind, 
but there is nothing to prevent our be- 
ing so. 

Our second way, whether actually at 
war or not, is to follow England and 
vote restrictions upon capital and labor, 
producer and consumer alike. 

Our third way is to concentrate all 
power and use force upon our people 
until complete controls are established. 
War can make this third way possible 
if not probable. 


The Financial Problem 


Let us consider the financing prob- 
lem. This involves borrowing and tax- 
ing. We must do both. In the last five 
years approximately 15 billion of all 
‘kinds of Government securities have 
been issued. Approximately five billion 
were taken by Government agencies, 
21% billion by commercial banks, one 
billion by other banks, nearly 3 billion 
by insurance companies and 31% billion 
by other fiduciary institutions and in- 
dividuals, the latter group largely repre- 
sented through purchases of baby 
bonds. 

Today we are advised that the deficit 
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for the fiscal year, ending June 30th, 
will be around 6 billion and for the 
following fiscal year over 9 billion. 
According to the best estimates obtain- 
able, this means borrowing about 4 bil- 
lion before July of this year and bor- 
rowing about 6 billion in the following 
twelve months. Payments under the 
Social Security Act, and funds from 
other sources reduce the amount neces- 
sary to borrow below the deficit figure. 
If taxes are advanced or revenue esti- 
mates are found to be low, then these 
figures can be reduced. If greater ap- 
propriations are made the borrowing 
figures will obviously be advanced. 
Commercial banks, generally speaking, 
indicate short term money rates. 

Each dollar of Government securities 
purchased by a commercial bank for its 
own account means a dollar for dollar 
increase in deposits. Excess reserves, 
which are the reserves carried by banks 
to secure deposits in excess of legal re- 
quirements, measure, generally speak- 
ing, the country’s available credit. These 
excess reserves will, by virtue of anti- 
cipated purchases by banks, be reduced 
very little, certainly so compared to 6 
billion 500 million excess reserves of 
the country as a whole today. This re- 
duction of reserves may still be lessened 
by expected gold receipts, offset some- 
what by increases of currency in cir- 
culation. 

From the commercial bank angle 
then, no upsetting of money rates is 
necessary. Deposits go up and excess 
reserves scarcely come down. Whether 
the psychological effect of large opera- 
tions will alter money rates is still a 
question, but the best opinion seems to 
be that whereas excessive ease of money 
rates may be somewhat altered, money 
rates based on any standard will remain 
substantially easy. 


Willingness to Purchase 


It must, however, be understood that 
the estimate of 4 billion of necessary 
financing before July by the Govern- 
ment does not mean 4 billion of Gov- 
ernment obligations, such as notes and 
bonds, nor does it mean 4 billion must 


be absorbed by the public. The amount 
offered to the public will be less than 
4 billion by the amount taken by Gov- 
ernment agencies. The amount of notes 
and bonds then offered will be less by 
the amount of discount bills sold pri- 
marily to banks which is now contem- 
plated to the extent of 100 million a 
week. Furthermore, the proportion 
primarily purchased by individuals may 
be increased through an offering of 
some special type of bond and perhaps 
certificates of small denominations de- 


‘“We, in this country, are now 
face to face with three prob- 
lems; first, how to finance our 
undertakings; second, how to 
keep prices down; and third, 
how to keep labor costs down 
without hardship. 

‘*There are also three ways of 
accomplishing all this so that 
we may prepare for defense as 
may seem best, to the extent that 
every one of our citizens will be 
proud of America because she 
stands strong enough to be heard 
and to be listened to by the en- 
tire world. 

‘Our first way is through ac- 
tion by a united people by 
patriotic sacrifices. We are not 
yet in that state of mind, but 
there is nothing to prevent our 
being so. 

‘Our second way, whether 
actually at war or not, is to fol- 
low England and vote restric- 
tions upon capital and labor, 
producer and consumer alike. 

“Our third way is to concen- 
trate all power and use force 
upon our people until complete 
controls are established. War 
can make this third way possible 
if not probable,’’ points out Mr. 
Pope in the accompanying por- 
tion of a recent address before 
the Chamber of Commerce of 
the State of New York. 
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‘“‘We can avoid inflation 
through manipulation of our 
present facilities without defi- 
nite price-fixing, wage-fixing or 
confiscatory taxation. We will 
have to resort, and do today in 
part, to present expedients to 
avoid any manner of inflation. 
If our own actions make for 
failure through these ordinary 
measures we will have heaped 
upon us all the evils of control 
by force such as we see before 
our eyes in Europe today. If 
we balk at these measures, if 
greed and selfishness play their 
part, if unwillingness to sacrifice 
to the extent of our share enters, 
we will run the risk of adding 
to sacrifice the tears that will be 
shed in our case for freedom lost 
forever.’’ 


signed for purchase by school children, 
leaving still fewer bonds or notes for 
banks, insurance companies and others 
to absorb. 

This might mean that a possible 4 
billion of financing through sales of 
bonds and notes would be reduced to 
2 billion 700 million through sales of 
about 1 billion 300 million discount 
bills to banks. The amount necessary 
to sell to banks and insurance com- 
panies might be reduced by sale of new 
baby bonds and certificates and sales to 
Government agencies by another billion, 
leaving less than 11% billion for sale 
to institutions and corporations before 
July 1st to cover the deficit. 

This financing problem through bor- 
rowings must be solved. There is no 
question as to whether Government 
bonds will be purchased, but rather 
how many by each class of investor. To 
preserve our independence of action, the 
willingness to purchase is paramount. 


The Tax Problem 


Taxes are the other half of the finan- 
¢ial problem. That taxes must rise 
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seems inevitable. The rise in taxes 
serves two purposes. First, it reduces 
the amount to be borrowed. Second, it 
reduces sales and hence reduces the pro- 
duction of non-essentials, because peo- 
ple just cannot afford to buy non- 
essentials in quantity. 

We know that the price level must be 
kept in control to prevent inflation. To 
prevent a resort to forcing controls, we 
undoubtedly will and we can control 
prices first by rationing and by prior- 
ities. This is first applied to raw ma- 
terials. This prevents competition for 
raw materials, thus preventing a price 
rise for this reason. We have already 
seen this done. To make rationing 
easier by lessening demand, the stop- 
page of the manufacturing of non- 
essentials is produced by taxing first 
those in higher salary brackets, then 
those in lower brackets. Price rises are 
again prevented by taxation in the form 
of the already imposed excess profit 
taxes. If raw materials are rationed to 
prevent a price rise through competitive 
bidding, then any rise in manufactured 
goods that has to take place will come 
from higher costs due to increased taxes 
and increased payroll. Profiteering be- 
cause of the uselessness of it, when ex- 
cess profits taxes are imposed sufb- 
ciently, is out. 

The rise in income taxes is eventually 
held down by the law of diminishing 
returns, if that is any satisfaction. 

os 


The Wage Problem 


Then come wages. We are in a dif- 
ferent position now than in the last war 
with regard to wages. The great pro- 
portion of the cost of living is always 
in the cost of food and clothing. In the 
last war with the exception of Germany 
and Austria and a couple of Balkan 
countries, every country in the world 
was an actual or potential buyer of food 
and clothing stuff from this country or 
from this hemisphere. There resulted 
a shortage that sent the cost of food 
and clothing eventually to great heights. 

Today we will be faced inevitably ~ 
with a personal income tax that must 
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depend upon a relation between the cost 
of living and the income tax burden. 
Wages will be influenced by the cost of 
living. The cost of living need not rise. 
We have an enormous surplus of almost 
every essential food stuff. We have a 
surplus of cotton. We have wool and 
so has Argentina. We have leather and 
so has Argentina. England buys from 
within her empire to save foreign ex- 
change. Whereas she may be and is 
today on short rations, she is not using 
our surplus or the surplus of Argentina 
or that of the other countries south of 
us. The chance for a rise in agricul- 
tural prices here is minimized when it 
is realized that a recommendation for a 
subsidy to agriculture has been made 
this year by the President. Wages ad- 
justed to the cost of living need not 
necessarily become too great a problem. 


In spite of everything, we might find 
the old spiral of increase costs of manu- 
factured goods rising and wages rising 
with them. For patriotic reasons and 
for reasons of self-preservation, some- 
times synonymous terms, the manufac- 
turers have done a marvelous job in 
fighting any increase in prices. We hear 
sometimes that labor has not taken the 
same attitude. We do not hear to the 
same extent when labor has codperated. 
That is not news. I hold that labor is 
patriotic in spite of this attitude in some 
cases. While I hold that labor must be 
protected, it must also eventually par- 
ticipate in sacrifice because when we 
reach the point where taxes are con- 
fiscatory, when added to labor costs, 
and when taxes cannot be reduced nor 
prices safely raised, then we will have 
reached the point where we must choose 
between inflation and control of wages. 
Whether we take the inflation road or 
the control of wages road, labor suffers, 
but less through control than through 
inflation. 

If there are people today who fail 
to realize the position of labor and fail 
to sympathize with labor’s problem and 
labor’s burden, then we are licked, not 
by a dictator, not by war, not by labor, 
but by ourselves. 


‘We will be faced inevitably 
with a personal income tax that 
must depend upon a relation be- 
tween the cost of living and the 
income tax burden. Wages will 
be influenced by the cost of liv- 
ing. The cost of living need not 
rise. We have an enormous sur- 
plus of almost every essential 
food stuff. We have a surplus 

| of cotton. We have wool and 
so has Argentina. We have 
leather and so has Argentina. 
England buys from within her 
empire to save foreign exchange. 
Whereas she may be and is to- 
day on short rations, she is not 
using our surplus or the surplus 
of Argentina or that of the other 
countries south of us. The 
chance for a rise in agricultural 
prices here is minimized when it 
is realized that a recommenda- 
tion for a subsidy to agriculture 
has been made this year by the 
President. Wages adjusted to 
the cost of living need not neces- 
sarily become too great a prob- 
lem.”’ 


We can go almost any distance by co- 
operation with a fair government. Gov- 


ernment must be fair. We can avoid 
inflation through manipulation of our 
present facilities without definite price- 
fixing, wage-fixing or confiscatory taxa- 
tion. We will have to resort, and do 
today in part, to present expedients to 
avoid any manner of inflation. If our 
own actions make for failure through 
these ordinary measures we will have 
heaped upon us all the evils of control 
by force such as we see before our eyes 
in Europe today. If we balk at these 
measures, if greed and selfishness play 
their part, if unwillingness to sacrifice 
to the extent of our share enters, we 
will run the risk of adding to sacrifice 
the tears that will be shed in our case 
for freedom lost forever. 
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Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


FINANCIAL PROBLEMS IN CASE OF WAR 


By Paut HAaENSEL 
Professor of Economics, Northwestern University, Evanston, Illinois 


(Reprinted from Taxes—The Tax Magazine) - 


(Note: The following is an excerpt from 
Dr. Haensel’s excellent discussion of “War 
Taxation” in the February, 1941, issue of 
Taxes—The Tax Magazine, published by 
Commerce Clearing House, Inc., Chicago, 
Illinois. Dr. Haensel was formerly a mem- 
ber of the Council (Board of Directors) of 
the Imperial Bank of Russia, and was the 
author of the article “The Future of Ameri- 
can Gold,” appearing in the May, 1940, issue 
of THe Banxers MaGazine.) 


ANY special technical devices are 
necessary for the inevitable finan- 
cial difficulties a nation will 


eventually face in case of war. Taxes 
will not suffice. With the first days 
after the declaration of war some hoard- 
ing of currency by the population is to 
be expected. Currency of small denomi- 
nations will be at a premium. This is 
due to the fact that the mobilized mass 
of population will take with them large 
quantities of small cash. For this 
eventuality considerable stock of small 
coins and bank notes of small denomi- 
nations will be necessary. It may be 
even prudent to prepare special plates 
for quick printings of small notes of 
one, two, five and ten cent denomina- 
tions.! We know this kind of trouble 


1In the first weeks of war in France and 
Germany in 1914 the shortage of small cur- 
rency was extremely embarrassing. In 
Tsarist Russia the same plates as were 
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during the bank crisis of 1933. In ease 
of war silver coins will be hoarded at 
once. 

There is no danger of employing a 
considerable amount of inflation during 
the first months of war. This is a 
natural and even useful device.” This 
inflation is not likely to affect the eco- 
nomic life of the nation as a hidden in- 
direct tax. It will simply counteract 
the behaviour of the population which 
will largely resort to hoarding and there 
might be even a considerable run on 
banks and on savings banks in particu- 
lar. No moratorium should be _per- 
mitted under the circumstances. It would 
be just as disastrous as it was in France 
during the first World War, creating a 
general distrust of banks which were 
permitted to avail themselves of a 
moratorium. 

Of course, the United States, lacking 
a centralized government-owned bank 
— which is a dire necessity, in general 





used for printing postage stamps were used, 
but the printing was done on thick and 
durable paper and such postage stamps 
were declared legal tender currency. 


*This is very well stressed in Professor 
Horst Jecht’s study in German: Kriegs- 
finanzen, Jena, Fischer, 1938, p. 53, which 
is probably the best book on war finance 
in recent years. 
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— will find a great handicap in this 
matter in case of war. Large credit 
facilities for all expansion of industry 
and its readaptation to war needs must 
be given and considerable stock of cash 
must be made available. 

Here again the tremendous accumula- 
tion of Government bonds in the assets 
of the American banks — as a result 
of deficit financing through issue of 
bonds — is a dangerous feature of our 
economic system in case of war. The 
banks will be compelled to dispose of 
their Government bonds to master the 
run on them. It would be fatal not 
to permit them to throw the accumulated 
bonds on the market Special large 
stocks of currency, given to support 


the banks, and to facilitate their finan- 
cing of war industries, must be provi- 
ded for. 

There is no danger of seriously affect- 
ing prices in the first year or so of the 
war through such a liberal issue of 
paper currency. Extremely dangerous 
will be the popular panicky feeling that 
deposits are not safe enough, in spite 
of the Federal Deposit Insurance which 
in normal times is not necessary for 
solid banks (and increases the cost of 
credit) but still is hardly sufficient in 
times of a war panic, unless a very 
large stock of cash currency is pro- 
vided for in all chief centers of the 
country to meet all possible withdrawals 
of deposits. 


THE INSTITUTIONALIZED GOVERNMENT DEBT 
Investment Bulletin, €. F. Childs and Company, New York City 


HE increase in the public debt, dur- 

ing the last seven years, indicates 

absorption of 46 per cent by the 
banks, 18 per cent by the insurance 
companies, 11 per cent by individuals 
and non-financial corporations, and the 
balance by Government agencies and 
trust funds. Having sold billions of 
Government securities to commercial 
banks at gradually declining yields and 
meager rates, a similar amount can 
unlikely be sold to private investors 
except at higher rates which, in turn, 
would react upon the value of bonds 
now held by commercial banks. 

The pending defense loans call for 
no monetary magic but a properly tuned 
interest rate, coupled with patriotism, 
to produce desired results. The belief 
is general that it is time to shift the 
gears and approach the grade with more 
energy than present meager rates make 
possible. A mere 1 per cent or 114 per 
cent rate for five-year notes; a 214 or 
234 per cent rate for a long-term bond; 
and a 3 per cent rate for a loan of in- 
definite maturity* (like British Govern- 


*The suggestion is hazarded that if the 
Treasury agreed to adjust upward a 2%4 
per cent coupon periodically to the invest- 
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ment “stock” or Consols), redeemable 
only at the Government’s option and 
callable by lot at par after a specified 
date, thereby being unadapted for com- 
mercial banks’ investment, might rea- 
sonably provide styles suitable to every 
class of investor. 


The elimination of tax-exemption is 
unlikely to help float new issues now. 
In 1927 the Treasury recognized that 
the insignificant revenue from taxes on 
Government bonds was less important 
than the need to popularize Government 
securities. After Liberty loans were is- 
sued to the public, with tax-exempt 
features, those loans gradually moved 
from individual investors to banks as 
the tax-exemption was progressively re- 
moved. However, the die is cast. 

In the final analysis, the payment of 


higher rates to produce loans from the 


people will be beneficial to both the 
public and the Treasury. Although re- 


ment market, or to reward with extra inter- 
est, individuals, insurance companies and 
savings banks which retain the bonds five 
or ten years, or to call by lot for redemp- 
tion at par annually a percentage of the 
bonds, there should be sufficient inducement 
for the public to support their market value. 
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spectful consideration can be given to 
the effect on outstanding issues, never- 
theless, emergency conditions justify a 
revision of peacetime policies. Pur- 
chasers of former issues of Government 
securities, who enjoyed a material ap- 
preciation in the market value, must 
henceforth expect some decline in those 
values as defense financing policies are 
substituted. Investors themselves lifted 
market prices; the Treasury merely 
offered its issues at par and tuned each 
offering to the market’s level and the 
demand of investors for outstanding 
issues. It was the fiscal policy of the 
Administration that created the growing 
bank deposits and extraordinary excess 
reserves, which in turn caused declining 
interest rates, and thereby multiplied 
the starvation demand for the securities 
as that vicious circle developed. A 
doubled debt absorbed by banks at a 
halved rate is no tonic benefiting the 
patient’s health or the doctor’s reputa- 
tion. What is saved at the spigot is 
lost at the bung. In philosophy remi- 


niscent of Alice-in-Wonderland—Y ou 
may push the damper in or pull the 
damper out, but the smoke goes up the 
chimney just the same. 

The question answers itself whether 
or not it is more important to maintain 
the former low yields and high prices 
which handicap defense financing, or to 
harness inflationary forces which spawn 
from the cheap money theory. The 
Treasury cannot afford to risk inflation 
for the sake of financing loans at low 
rates. Higher rates of interest on future 
issues will compensate bondholders for 
the lowered value of their securities 
purchased in the past and attract private 
capital to invest in Government loans. 
Otherwise, by continuing to rely upon 
commercial banks, instead of the public 
and permanent investors, for Govern- 
ment loans, the inflation menace is ag- 
gravated. No medicine that is potent 
is likely to be palatable. Congress 
should fortify the Treasury with ample 
remedial legislation for its discretion- 
ary use. 


INFLATION PROSPECTS 


Weekly Bulletin, American Institute for Economic Research, Cambridge, Mass. 


MONG the more powerful, long- 
term influences tending to foster in- 
flation is the wage and hour legis- 

lation already enacted by the Federal 
Government. In some states, similar 
statutes applicable to employment in 
intra-state businesses have been enacted, 
and in most of the other states such 
legislation is under consideration. 
Closely related to this type of legislation 
in its ultimate inflationary effects are 
the new laws that have fostered the 
growth of industrial unions during re- 
cent years. 

Every business man is aware of the 
fact that the Federal Wage and Hour 
Law already has or ultimately will in- 
crease production costs substantially. 
The power placed in the hands of the 
sometimes irresponsible union officials 
by recent legislation and the administra- 
tive acts of the NLRB has a similar 


effect. The large industrial unions are 
now so powerful that they are in a po- 
sition to make demands on industry 
even greater and more harmful than 
the takings of the financial pirates who 
operated during the boom decade of the 
1920’s. 

It is certain that Labor wil be short- 
sighted in the use of this new power, 
not because laborers as such are any 
more fallible or less high-minded than 
employers, but because human nature 
remains much the same, whether clothed 
in overalls or in the product of a Bond 
Street tailor. Furthermore, it is already 
apparent that the specifications of the 
Federal Wage and Hour Law are un- 
economic today and will be even less 
sound when the minimum wage later 
reaches the higher levels called for by 
the Act. State legislation is already ex- 
hibiting the same tendency. 
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Faced with the arbitrary demands of 
politicians and organized labor, busi- 
ness men will have but one alternative 
to bankruptcy. This alternative is com- 
placent acceptance of an inflation that 
will make Labor’s fancied gains il- 
lusory, because prices then will rise 
sufficiently to offset the increase in pay 
for less work. 

Lest the preceding paragraph be mis- 
understood, it is desirable to emphasize 
that we imply no intention on the part 
of business men to force inflation on an 
unsuspecting public. On the contrary, 
it is certain that business men, the saner 
ones among them at least, will usually 
oppose inflationary trends. However, 
many will not realize what is occurring, 
and others who do will lose their en- 
thusiasm in opposing such trends when 
they come to regard inflation as the only 
escape from a vicious circle of rising 
costs. After all, inflation with its pos- 


sibility of gains that will stave off bank- 
ruptcy is better than the immediate loss 
of one’s business enterprise. 


Viewed broadly, the situation may be 
summarized as follows: 

1. Ordinarily, competitive conditions 
force capital, management, and labor to 
agree on an economic relationship, a 
sharing of production, such that busi- 
ness can continue. 

2. When any one of the three is given 
power to override the others, the neces- 
sary balance that will permit business 
to continue will be brought about by 
more subtle means. 

3. Inflation is apparently the only 
means available in this instance; there- 
fore, the forces tending to cause infla- 
tion will be strengthened by the in- 
evitable search for the path of least 
resistance on the part of those endeavor- 
ing to preserve their business enter- 
prises. 

4. It is also obvious that labor will 
be the worst sufferer from these de- 
velopments, in the long run, but states- 
manlike leadership that would recognize 
the danger and avoid it does not appear 
to be present either in Labor’s ranks or 
in legislative halls. 


“BUSINESS AS USUAL” vs. WAR 


New England Letter, The First 


N some quarters it has been held 
that there should be no concern over 
our mounting public debt so long as 

business is stimulated. But this is a 
dangerous doctrine as armament ex- 
penditures are non-productive. Since 
public spending does not prime the busi- 
ness pump so that it becomes self- 
supporting, the public debt piles up 
and, in the course of time, jeopardizes 
the whole financial and economic struc- 
ture. The crisis arises when interest 
charges and other costs become so 
burdensome that they cannot be met out 
of taxes or when it is impossible to mar- 
ket Government securities. Then the 
only recourse is running the printing 
press or repudiation. 

So while the amount that must be 

spent for defense purposes may be de- 
termined by the course of events beyond 
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our control, it is highly important that 
we realize the magnitude of the finan- 
cial task before us, adopt sound meas- 
ures and make the necessary adjust- 
ments in stride. 

We should now heed the advice given 
by the then Secretary of the Treasury 
toward the end of the first year of our 
entrance into the last World War when 


he said: 


“Business as usual” can not, of course, be 
adopted as the guiding principle in time of 
war. It is a wholly wrong theory and 
should find no advocacy or acceptance by 
the sensible and patriotic people of Amer- 
ica. Business must be readjusted to the 
war-making function of the Nation. 

What is of superlative importance in the 
readjustment that must take place is that 
our people shall be impressed with the 
necessity of economizing in the consumption 
of articles of clothing, food and fuel, and 
of every other thing which constitutes a 
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drain upon the available supplies, materials, 
and resources of the country... . The 
great financial operations of the Govern- 
ment can not be carried forward success- 
fully unless the people of the United States 
economize in every possible direction, save 
their money and lend it to the Government. 
By saving money they give up some of their 


needless pleasures; they reduce their dé- 
mand upon the general supply of food, — 
clothing, and other materials in the coun- 
try, releasing thereby that much more for 
the use of our own armies and the armies 
and civilian populations of the nations 
which are fighting the common danger with 
us. 


TAXES CUT 1940 EARNINGS 
National Industrial Conference Board, Inc., New York City 


NCREASED taxes for 1940 absorbed 
much of the gain in profits of lead- 
ing companies, and in some cases 

caused net incomes to decline, a study 
of 1940 financial statements reveals. 

For a group of 120 industrial com- 

panies, Federal income and excess- 
profits taxes were found to have risen 
141 per cent for the year, reducing the 
37 per cent gain in profits before de- 
duction for taxes to only 14 per cent 
after taxes. Six machinery companies 


in this group had increases in taxes 
which amounted to more than 300 per 
cent and lowered their income from a 
“net before taxes” gain of 100 per cent 


to a “net after taxes” gain of 47 per 
cent. Earnings of six chemical pro- 
ducers in the group showed a decline 
of 5 per cent after taxes. This was 
owing to the fact that while earnings 
rose 28 per cent, Federal taxes increased 
more than 200 per cent. 

For a group of 33 companies which 
had earnings of one million dollars or 
more last year and which were subject 
to the excess-profits taxes, it was ascer- 
tained that the gain in total tax reserves 
equaled 89 per cent of the gain in in- 
come before taxes, and that net income 
after taxes rose only 5 per cent. Total 
tax reserves jumped 163 per cent, or 
from $101 million to $266 million. Of 
this latter amount, $89 million had to 
be set aside for excess-profits taxes. 

The Board’s study reveals that while 
income is responding to the stimulus of 
the defense program, business is at the 
same time paying heavily toward the 
cost of building defense. In the case of 
two large machinery companies, a 
smaller amount was reported available 
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for stockholders than was allowed for 
Federal taxes and excess-profits taxes, 
53 cents out of every dollar of income 
before taxes having been appropriated 
for tax purposes. For twenty-eight com- 
panies not subject to the excess-profits 
taxes declines in net income were re- 
ported by twelve companies with earn- 
ings of a million dollars or more. Net 
income after taxes increased from $171 
million in 1939 to $240 million, a gain 
of 40 per cent; their tax bills rose from 
$38 million to $70 million, an 84 per 
cent gain. 

Among companies paying heavily 
through taxation for increased business 
were those in the automotive industry. 
These showed an average gain of only 
6 per cent in net income as compared 
with a 179 per cent rise in tax reserves. 
Steel was less affected. Tax reserves of 
eleven steel companies increased 127 
per cent but were equal to only 23 per 
cent of their income before taxes, as 
compared with 42 per cent of earnings 
before taxes in the machinery industry, 
39 per cent in the automobile, and 36 
per cent in the chemical industry. 

Net income after taxes for all 475 
companies experienced an average in- 
crease of 17 per cent; or, in figures, 
rose from $1,592 million in 1939 to 
$1,861 million in 1940. This increase 
compared with an average of 19 per 
cent for 387 industrial companies, which 
had aggregate profits amounting to 
$1,283 million, as compared with 
$1.079 million for 1939. While the 
average gain over 1939 for durable 
goods industries amounted to 37 per 
cent, non-durable goods industries re- 
corded only a 3 per cent rise. 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 
or Excerpted for Your Convenience... 


BANKING MUST ADAPT ITSELF TO NEW ERA 


By Gwitym A. PRICE 
President, Peoples-Pittsburgh Trust Company, Pittsburgh, Pa. 


UNDAMENTAL social and eco- 

nomic changes have been taking 

place in this country and in the 
world. They have occurred more rapidly 
in the last ten years, perhaps, than in 
any similar period in history. Today, 
as never before, there is need for 
adaptability, imagination, and ingenuity 
in the management of commercial banks 
to cope with these changes, and to meet 
the new conditions which they have 
brought about. 

Every banker must consider the pos- 
sibility that the world-wide war, with its 
terrible destruction of human and prop- 
erty values, with its almost complete 
damming-up of normal peace-time de- 
mands, will be followed by an equally 
tremendous period of reconstruction. 

I say this, not by way of prediction 
or argument, but rather as an approach 
to what I believe the most essential re- 
quirement for banking, and for the 
banker, in our world of today and to- 
morrow: Banking will require, as it al- 
ways has, the basic qualities of integrity 
and intelligence and fair dealing and 
public spirit. It will require, more 
than ever, the quality of open-minded- 
ness. 

In any business or profession the 
comfortable thing is to maintain that 
the way we have been doing things is 
the right way, and that any other way 
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is wrong. We find it much easier to 
reconcile ourselves to changes in the 
other man’s business than our own. As 
bankers, we think it entirely reasonable 
that the manufacturer or merchant 
should restyle his product, revamp his 
selling methods, revise his price struc- 
ture, even—if necessity requires—turn 
all his efforts in a new direction, with 
totally new products and new markets. 
Whether we like it or not, we must face 
the fact that similar dislocations and re- 


‘adjustments are probably just as in- 


evitable in our own field. 


In recent years, banks have lost much 
of the business which once was theirs. 
Some types of banking service have 
practically disappeared. New competi- 
tors have sprung up, and have entered 
fields which we once regarded as safely 
ours. Many customers who formerly 
depended on us have learned to do with- 
out us. Banks face new and multiplied 
problems. We have moved out of a 
seller’s market and into a buyer’s mar- 
ket, and the transition has not been 
pleasant. 

In this buyer’s market in which we 
find ourselves, of which excess reserves, 
uninvested funds, low interest rates, and 
Government competition are such 
marked symptoms, we must be just as 
ready as other businessmen are to 
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change our habits of thought and of 
action. We must be ready to extend 
additional and more comprehensive 
services to larger and more varied 
groups in our communities. _We must 
be ready to finance, not only for pro- 
duction, but also for distribution and 


consumption. We must develop sales 
personality and policy and philosophy. 
We cannot wait for business to come to 
us. We must go more than half way 
to meet it.—From an address before the 
recent ABA Eastern Regional Confer- 
ence. 


DEFENSE HOUSING MORTGAGE PROBLEMS 


By Ernest M. FisHER 
Director of Research in Mortgages and Real Estate Finance, American Bankers Ass'n 


HE principal concern of defense 

housing mortgage lenders is the un- 

certain duration of the emergency 
period of defense preparation, which 
makes the likelihood of repayment of 
new residential mortgage loans in gen- 
eral unpredictable. 

The lender’s dilemma in this situation 
arises from the fact that he faces two 
alternatives which are equally unfavor- 
able. The first alternative is that of re- 
fraining from making housing loans in 
defense areas; the second is that of 
making loans and suffering whatever 
consequences may come. 

Neither of these alternatives appears 
at first blush to be unfavorable. It 
should be the privilege of a fiduciary 
to refrain from investing whenever his 
best judgment dictates that course. 
Probably he can do so in connection 
with defense housing. But in doing so 
he may face both public condemnation 
and the loss of a considerable volume 
of attractive loans. 

The fact is that to build up an ade- 
quate defense this nation will need in 
the coming months to provide housing 
facilities for a stupendous number of 
workers in industries which play a vital 
réle in the production of essential de- 
fense materials. In many localities, 
existing housing facilities are already 
occupied almost to the limits of their 
capacity, and new dwellings must be 
provided by the hundreds, if workers, 
their families, and all the increase in 
population that comes with increases in 
employment are to find shelter. 

It is perfectly obvious, however, that 


a termination of the emergency will 
cause violent reactions in the residential 
real estate market which will reach their 
greatest violence precisely in those areas 
where the need for defense housing is 
now or will shortly be most acute. The 
repercussions from these reactions may 
seriously affect the ability of borrowers 
to continue to meet their obligations and 
thus undermine the soundness of the 
mortgage loans. Subsequent fore- 
closures, increase in vacancies, and de- 
moralization of the residential real 
estate market may cause rapid deteriora- 
tion in the value of the mortgage col- 
lateral. 

It is reasonable, however, to assume 
that the effects on the residential real 
estate market of the termination of the 
emergency will not be _ universally 
calamitous. These effects will probably 
be felt in proportion to the relative im- 
portance of defense activities in the 
whole economy of the community. 
Where defense activities constitute the 
sole or principal basic source of income 
payments in a community, the effects 
will reach their maximum and may go 
so far as to cause abandonment of the 
area by all except watchmen and a 
skeleton custodial force. Examples of 
such areas can be found in isolated or 
rural localities in which emergency 
powder or munitions-making plants 
have been newly established. 

On the other hand, many of the ex- 
panded facilities of established indus- 
tries now employed in defense activities 
may be converted to the uses of peace; 
and these established industries may 
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continue to constitute the basic source 
of income of a very large part of the 
workers employed during the emer- 
gency. In such areas, obviously, the 
effects of reversion to peaceful pursuits 
will be far less severely felt. In brief, 
the ultimate effects of the defense pro- 
gram upon the residential real estate 
market in a community will depend 
upon the relationship between defense 
activities and the peacetime economy of 
that community. The larger the relative 
role of defense activities, the more se- 
vere will be the reaction to their con- 
clusion. 

The first step necessary to the formu- 
lation of policy with respect to the 
financing of defense housing would ap- 
pear to be, then, an analysis of the ex- 
tent to which the economic life of the 
community is determined by or depend- 
ent on activities which can be expected 
to decline with the completion or aban- 
donment of the emergency program. 
This analysis is not simple, but with 


the assistance of the chamber of com- 
merce, industrial leaders, housing au- 
thorities, and others whose interest in 
defense housing is vital, a reasonable 
interpretation of the situation can be ar- 
rived at as the basis for determination 
of policy. 

. It is obvious that in the isolated rural 
community where new plants have been 
constructed for the manufacture of 
munitions and powder, housing for em- 
ployes cannot be financed by private 
funds. The alternative of Government 
financing appears to be the only solu- 
tion of the problem in these com- 
munities. 

From this clear-cut case the prob- 
lem becomes more and more difficult of 
analysis, and the determination of the 
extent to which private funds can be 
used in financing defense housing more 
and more a question of the exercise of 
judgment.—From an address at the re- 
cent ABA Eastern Regional Conference. 


COUNTRY BANK COST CONTROL 


By T. ALLEN GLENN, Jr. 


President, Peoples National Bank, Norristown, Pennsylvania 


N these days when a country bank’s 

earnings are measured in infinite- 

simal decimals, it is necessary for 
us to know exactly where each penny 
goes and what that penny does. No 
longer is it possible for us to figure on 
6 per cent loans and low salaries and 
other low operating expenses. Through 
Government and other competition, the 
standard rate of interest on loans has 
contracted and it is practically impos- 
sible, for instance, to get a prime mort- 
gage loan at a greater rate than 414 
per cent, in view of FHA competition. 

It is my belief that any bank, large or 
small, can at all times know what its 
costs of operations are and can know 
which departments are profitable and 
which are not profitable. It can know 
whether or not the profits it is obtain- 
ing are adequate in view of the money 
invested or volume of business done. It 
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is perfectly possible to set up a cost 
analysis system in which all costs are 
allocated to the department which is re- 
sponsible for the inception of that cost. 
Through the use of item counts we can 
know what our per item cost is and 
through proper allocation of net earn- 
ings, after expense of investing, we can 
know whether all departments are profit- 
able or whether we are using earnings 
on shareholders’ funds in order to ob- 
tain our net profit, disregarding the fact 
that either savings or commercial de- 
partments are money losers. From such 
an analysis we can know whether our 
service charges are in line with our 
costs and we can know whether the basis 
of analysis of accounts that we might 
be using in connection with service 
charges, is reasonable and fair both 
ways. A bank should have records to 
know what its ratio of gross earnings 
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to total resources is and it should com- 
pare such ratio with those of banks of 
its own size and it should know how 
high that ratio must be in order to have 


a reasonable chance of showing a satis- 
factory net return on each $100 of net 
assets.—From an address at the recent 
ABA Eastern Regional Conference. 


SOURCES OF LOAN TROUBLE 


By Josepu M. Dopce 
President, The Detroit Bank, Detroit, Michigan 


MONG the many things borrowers 
have been in the habit of asking 
from banks are: 

1. Loans without much credit investi- 
gation on the part of the bank or ques- 
tioning as to how the borrower is going 
to use the money or pay it back. The 
borrower is honest, his intentions are 
good, and he is satisfied it is a good 
loan for the bank so he resents having 
to be questioned in detail. 

2. Loans on conversational statements 
about financial condition. The borrower 
refuses the bank the evidence needed for 
its protection and to satisfy supervising 
authorities as to the value of the credit. 
Perhaps he will not take the risk of put- 
ting in writing a statement which is not 
as favorable as his talk. 

3. Loans to assist in becoming estab- 
lished in business. The borrower wants 
the bank to advance, in the form of a 
loan, part of the capital he should have 
when he starts in business. 

4. Loans based more on the expecta- 
tion of successfully completing a busi- 
ness transaction than on actually exist- 
ing net worth. The borrower, with 
little real worth in the form of free 
and clear assets of realizable value, 
wants the bank to advance him money 
because he has some kind of a business 
deal that he feels sure he can complete 
at a profit and pay the bank out of the 
proceeds. 

5. Loans for the speculative purchase 
of securities or goods. The borrower 
wants the bank to lend him the money 
to buy something he is not going to use 
or keep and carry the loan until he can 
sell his purchase at a_ considerable 
profit. 

6. The continuous renewal of col- 
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lateral and other loans without progres- 
sive and substantial liquidation. The 
borrower wants to use the money he 
gets on the loan as his own personal 
capital. 

7. Collateral loans carried without 
adequate margins of security. Perhaps 
the borrower only received from the 
bank one-half of what. the collateral se- 
curity was worth when the loan was 
made but, since making the loan, the 
value of the collateral has depreciated. 
He wants the bank to continue to carry 
his loan without payment or additional 
collateral, thereby adding to the bank’s 
risk. 

8. Loans for carrying real estate 
transactions against equity ownerships. 
The borrower wants the bank to help 
him finance a real estate deal where he 
actually does not own the property in- 
volved because someone else already has 
a loan or legal claim against it. 

9. First mortgage real estate loans 
carried without regular payment on the 
principal. The borrower thinks if he 
pays the interest that is all the bank 
should expect because it holds security. 

10. Loans made because of the control 
of large balances on deposit in the bank 
and not based on sound net worth or 
collateral. Of course the borrower does 
not own these balances—they belong to 
a corporation or to someone else and 
can be withdrawn at any time. 

11. Loans for investment in plant or 
equipment that must be repaid out of 
earnings. The borrower wants to make 
a temporary loan and put the proceeds 
in fixed assets. He expects to have the 
earnings to pay it back but no one can 
be sure he will have them. 

12. Loans that may be dollars good 
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but, in the background, are supported 
by a bad moral risk. The borrower’s 
approach or intentions may be dis- 
honest, or he may be the kind that in 
adversity will take any method to pro- 
tect himself and leave his creditors to 
take their loss. 

Each one of these “sources of loan 
trouble” is subject to almost unlimited 
expansion and example. They cover a 


multitude of mistakes made by the bor- 


rower in requesting credit or by the 
bank in granting it. Most troublesome 
or bad loans in banks can be traced to 
one of these fundamental errors. Some- 
times, it is true, these loans work out 
all right and are paid. But—only when 
everything is favorable. Let trouble 
appear and they become doubtful or 
bad very quickly—From the booklet 
“Editorials on Our Changing Banking,” 
published by The Detroit Bank. 


THE HEALTH OF OUR ECONOMY 


By Dantet L. Grant 
President, Grant & Atkins, Inc.. New York City 


UMAN society must have a sound 
economy because, without it, free- 
dom of religion means nothing 

but the freedom to die, political free- 
dom means nothing but the freedom to 
decay. Thus our basic consideration is 
the health of our economy. 

It seems to me that we have developed 
tendencies and tolerated demands which 
threaten to be our undoing unless 
checked and corrected. Principal among 
them are: 


1. Too many and too high tariffs. At 
a time when the demands of wisdom 
were for lower tariffs and freer trade, 
we enacted the Fordney-McCumber and 
Smoot-Hawley tariffs. The whole world 
responded in kind until tariffs and em- 
bargoes arose in a futile effort to deny 
the meaning of the industrial revolu- 
tion. Fundamentally, this development 
was an interference with the flexibility 
and freedom of our economy. 


2. We have immeasurably increased 
the tax burden. Taxes are a first claim 
upon all of us. As the world organized 
itself on a basis of specialized economy, 
it was inevitable that taxes would in- 
crease, and no one objects to reasonable 
and proper taxes. But when taxes stay 
the power to function, and to create, 
another paralyzing force has entered our 
economy. It is not only the total bur- 
den of taxes, but the inequity and lack 
of vision in applying taxes that has led 
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to economic and social consequences 
that are undesirable. 

3. We have, in our social and in- 
dividual outlook, over the last fifty 
years, demanded “security” and not 
“opportunity.” But security disappears 
when the opportunity to create is de- 
nied. By our own attiude, we have 
killed the goose which lays the golden 
egg. 

4. Last but not least, we have created 
too much debt, and, furthermore, we 
have prostituted part of that debt to the 
aim of providing “security.” And, as 
was ‘inevitable, this effort is turning to 
mock us. We have organized and ad- 
ministered our debt with poor vision so 
that not only is the question of eco- 
nomic function of debt badly out of 
focus, but the organization and admin- 
istration of our debt has become a press- 
ing subject for thoughtful study and 
improvement. 

I am not unaware that there is a war 
raging in Europe and Africa, and an- 
other in Asia, and that we are in a 
panicky state of alarm over Hitlerism, 
Fascism, and Communism. At first 
glance, these wars seem the most press- 
ing question before us. But these prob- 
lems of which I speak threaten to be 
worsened by these wars. In any event, 
whipping Germany, Italy, and Japan in 
battle will not guarantee a free econ- 
omy. Yet it is to guarantee a free 
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economy that we fight, or promise to 
fight. But winning the war will only 
give us the opportunity to take the lead 
in organizing a free economy. The 
hardest part of this war is going to come 
after the military phases are over. Once 
before we saved the world for democ- 
racy only to lay the task down when 
we had won the opportunity to organ- 
ize a wiser world order. And how can 
we now wage that battle—the battle for 


a free, codperative world economy—un- 
less our own house is in order? 

Tariffs, taxes; and debts are the three 
horsemen which have been riding us 
hard these last three decades. They have 
impaired the free-functioning of our 
own national economy, and its proper 
relationship to that of the balance of the 
world.—From an address at the Bank- 
ers’ Night Dinner of the Rochester, New 
York, Credit Men’s Association. 


CURB UNSOUND HOME CONSTRUCTION 


By Joun H. Faney 
Chairman, Federal Home Loan Bank Board, Washington, D. C. 


HE prospective home buyer must 

be protected or an unpleasant situa- 

tion worse than the boom days of 
the Twenties will result. In many com- 
munities the defense program has al- 
ready brought about so great a demand 
for new houses that construction activity 
is approaching boom proportions. In 
boom times there is always a temptation 
for unscrupulous builders to use cheaper 
grades of material and workmanship. 
It is necessary, therefore, now, more 
than ever before, to guard against the 
evils of jerry building. 

During the boom days of the 
Twenties, there was much fake construc- 
tion in this country—the home building 
industry rode the rising tide, but too 
often sacrificed permanent values for 
quick and easy profits. Many of the 
dwellings built during that period de- 
teriorated so fast as to cause thousands 
of families to lose the savings they had 
invested in their homes. 

I sincerely hope that mortgage lenders 
will not allow the building industry to 
make the same mistake again. The ex- 
perience of the Home Owners’ Loan 
Corporation with over a million home 
mortgages showed conclusively that the 
flimsy building of the Twenties was a 
large factor in the foreclosure wave of 
the Thirties. In the interest both of 
the home owner and of the lending in- 
stitution, such construction must be 
eliminated. 
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Good homes don’t just grow. A good 
design means little unless good ma- 
terials are built into a house. The value 
of good materials is lost unless they are 
incorporated into an attractive and 
livable home. And design and materials 
can both be ruined by poor workman- 
ship. To provide all of these vital ele- 
ments, good design, good materials and 
good workmanship—demands a definite, 
expert, technical service which can best 
be provided by the institutions which 
finance our country’s homes. 

The mortgage lender has a long-term 
interest in each home on which he holds 
a mortgage. If the house begins to 
crack up speedily, or if the maintenance 
costs are excessive, the home owner will 
not or cannot keep his monthly pay- 
ments. That means that the lending in- 
stitution must go to all of the expense 
of taking over the property and we all 
know to our sorrow that foreclosure, 
particularly on a poorly built home, in- 
volves large losses to the lender as well 
as to the borrower. 

The agency which is in the most 
strategic position to curb unsound con- 
struction is the mortgage lender. 
Whether a home is built on contract or 
by a speculative builder, almost in- 
variably mortgage credit must be ob- 
tained. Mortgagees can, therefore, 
practically stop construction which de- 
ceives the purchaser and menaces the 
lender if they will insist upon adequate 
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inspection by technically trained, im- 
partial inspectors during the course of 
building as a condition of granting the 
loan. 

Particularly under present conditions 
we should not forget that extreme boom 
periods in home and building construc- 
tion are inevitably followed by depressed 
conditions and that changes in the real 
estate cycle are usually much more se- 
vere than in general business. In the 
years immediately ahead of us, we must 
keep in mind what happened in this 
country from 1922 to 1929, when we 
experienced a period of speculation in 
homes without precedent in our history. 
The crash in real estate values which 
followed contributed in a very large 
way to the unparalleled depression 
which we suffered. The collapse of the 


on widespread difficulties even if we had 
not been afflicted by a stock market 
panic. 

Already there are, in some sections of 
the country, signs of a recurrence of 
speculative building such as that which 
began to make its appearance in 1923 
and 1924, and the lending institutions 
of this country will be wise if, in their 
own protection, and that of the millions 
of savers whose funds have been en- 
trusted to them, they see to it that we 
do not have anywhere a repetition of 
the real estate excesses which preceded 
1929. 

It is of the utmost importance to 
every lending institution that its bor- 
rowers have a real incentive to maintain 
their mortgage payments at all times 
and that their equities be protected 


mortgage market would have brought 


against losses resulting from deflation. 


AN OUTSIDE PROGRAM FOR COUNTRY BANKS 


By Nicnotas A. JAMBA 
Manager, Agricultural Department, National Bank and Trust Company, Norwich, N. Y. 


HE objectives of an outside pro- 
gram for individual country banks, 
which will materially aid in serving 
farms, are directed by three primary 
motives, each of which is of equal im- 
portance. One is a public relations mo- 
tive, the second is our desire to provide 
our farmers with a better source of good 
credit than other competing agencies 
are able to offer, and at no greater cost. 
The third concerns the matters of get- 
ting more business for the bank. This 
third point is inevitable if-the rest of 
our program is properly conducted. 
Only an outside program can equip 
us with the information we need to give 
proper and fair consideration to all the 
credit demands of agriculture; only an 
outside program will provide us with 
the information we need to enable us to 
determine where in this complex pattern 
which comprises our trading area does 
each demand for our credit services 
come, and only an outside program can 
enable us to know our farmers moré 
intimately, and to know their habits and 
abilities. 


THE BANKERS MAGAZINE for April, 


The first step in our program is to 
get the facts. The theme of our whole 
outside job is built upon the philosophy 
that our judgment will never be better 
than our information. Our program is 
largely one of getting this information. 
We ‘want facts about farms, farmers, 
and farming. Our credit files must be 
systematized in the interest of this all 
important theme. Our credit forms 
must be developed to provide space for 
these essential details with speed and 
facjlity. Our inventive efforts must be 
directed to the development of those 
procedures whereby every last detail of 
information that concerns our active and 
potential customers will be available for 
our use. 

We want to know as much as possible 
about our farmers individually. We 
want to know what kind of farm plant, 
soil, tools, buildings, and _ livestock 
these men have to work with, and we 
want to know how good a job of farm- 
ing they are doing before we become 
involved with them financially. 

The next step in our program is to 


1941 363 





give each loan application immediate 
and just consideration. Proper and 
rapid analysis of each credit demand is 
facilitated when all the facts are avail- 
able for the loaning officer’s use. No 
loaning officer can give the necessary 
kind of consideration to an individual 
farmer’s problems without knowing that 
farmer’s particular problems as well as 
the general problems that concern his 
industry. 

Commercial banks are generally crit- 
icized because their officers are too im- 
personal. This is a just criticism. For 
this reason commercial banks have 
failed to recognize early those credit 
problems of agriculture that are gen- 
erated by inflexible short term credit 
policies. 

Credit is a good servant, but a poor 
master. It is a tool to be used prim- 
arily for increasing the income of its 
user. Better use of credit is one of the 


motives in this outside work. Too often 
bank credit is used only to get the 
borrower out of difficulties. Our out- 
side program must be planned to edu- 
cate the customer in respect to the best 
uses of credit. Our advertising, our 
personal contacts and discussions, our 
insistence on facts, and our definite 
reasons for our decisions should all be 
directed with this idea in mind. 

One sure way of making more and 
better business for your bank is to make 
more and better farmers in your trad- 
ing area. One of the definite objectives 
of our outside program is to provide 
our farmers with a credit education. The 
primary incentive is not principally to 
make loans. We have discovered that 
much of the credit used in our trading 
area is credit we can handle safely only 
if we safeguard it by giving its user 
some personal credit service——From an 
address before the recent ABA East- 
ern Regional Conference. 


TRUST DEPARTMENT EMPLOYE RELATIONS 
By J. E. Drew 


Director of Public Relations, California Bankers Association, San Francisco 


OOD public relations are based on 
good employe relations. You can- 
not expect the support of the pub- 

lic if your own staff is dissatisfied, 
unhappy, inefficient, or if it is not prop- 
erly equipped to truly represent you. 

In dealing with personnel you must 
utilize to the fullest every talent that 
has qualified you for the exacting duties 
of trust officer. The staff will to a great 
extent reflect your attitude, manner, 
thoughtfulness, courtesy, ability and 
vision. And as they talk and act, so 
will the public judge you and your 
institution. 

The skillful trust officer will identify 
his employe’s interest with his own and 
with that of the bank. Together you 
are working toward a common goal. 

Trust men throughout the country 
agree that an alert, informed and com- 
petent personnel paves the way for 
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greater earnings through increased busi- 
ness, and creates the sound customer 
relationships upon which the growth of 
every institution depends. 

Yet, strange as it may seem, some 
of these officers make no consistent 
effort to provide their employes with 
the fundamental information which they 
must have in order to properly repre- 
sent their institutions. It is just like 
sending a soldier into battle without 
adequate training, arms or equipment. 

The obvious answer is staff confer- 
ences. To be effective, staff conferences 
must be carefully organized and prop- 
erly scheduled. They must make use 
of practical material as a basis for dis- 
cussion and they must be under the 
guidance of enthusiastic leaders.—From 
an address at the recent ABA Mid-Win- 
ter Trust Conference. 
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Advertising and 
Publie Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


Service Guide 


“How We Can Serve You,” is the 
title of a sixteen page booklet recently 
issued by the Granite Trust Company, 
Quincy, Mass. Unique feature of this 
booklet, which lists the various services 
offered by the bank, is its handy format 
—seven tabs extending to the right of 
the front cover enable the reader to turn 
to any service in which he is specifically 
interested. The booklet is in two 
colors, is well illustrated, and suggests 
many services with which the average 
customer is not thoroughly familiar— 
for example, the Tax and Fuel Club, 
Insurance Policy Loans, Night Deposi- 
tory, Bulky Valuable Storage, etc. 


Staff Open House 


In one of the recent “Public Relations 
in Action” bulletins of the Wisconsin 
Bankers Association, Miss Gertrude M. 
Jacobs, assistant cashier, Marshall & 
Iisley Bank, Milwaukee, describes a 
successful employe-relations plan util- 
ized by the bank. “An unusual turn 
to the open house idea was used by the 
Marshall & IIsley Bank,” reports Miss 
Jacobs, “which held an open house on 
an evening, not for the public, but for 
the families and friends of its staff. 
Printed invitations were sent to all offi- 
cers and employes, asking for the num- 
ber of guests each would bring. 

“From 7:00 to 8:30 the bank was 


open for inspection of its various de- 
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partments, each employe being eager to 
show his family and friends where he 
works and how he does it. Each de- 
partment also arranged to have some 
important operation pertaining to its 
work actually carried on during this 
time. At 8:30 some 400 staff members, 
their families and friends, gathered in 
the lobby. All the regular furniture 
had been moved out and chairs were 
set in auditorium fashion. The chait- 
man of the board, C. F. Ilsley, and the 
president, A. S. Puelicher, spoke briefly 
on the history of the bank and the place 
of American banking in our economic 
system of private enterprise, after 
which diamond studded gold awards 
were presented to eighteen officers and 
employes having a quarter of a century 
or more of service to their credit. Re- 
freshments were served, and the occa- 
sion proved one of sincere cordiality, 
better understanding and unification.” 


Reports to Employes 


In an excellent article, “Telling the 
Employes,” in the March, 1941, issue 
of Public Opinion Quarterly, Dickson 
Hartwell, Chicago public relations 
counsel, discusses the annual report as 
a means of building employe good will. 
Mr. Hartwell firmly believes that it is 
an obligation of business management to 
tell the employe what big business is 
all about, and in this article he de- 
scribes the essentials of a good report 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


‘I’m a Going Concern—a Good 
Risk for Any Bank’’ 
—The Morris Plan Bank of 
Virginia, Richmond, Va. 


**Take a Letter to Yourself’’ 


—Farmers & Mechanics Savings 
Bank, Minneapolis, Minn. 


Chief Two-Guns-White-Calf 
Comes in Quite Often! 
—Mutual Savings Banks of 
Manhattan, Bronx and West- 
chester, N. Y. 


‘“‘A Man Declared ‘Legally 
Dead’ Came Back to Claim My 
Property!’’ 
—Chicago Title & Trust Com- 
pany, Chicago, Ill. 


Once in 1200 Years! 


—State-Planters Bank & Trust 
Company, Richmond, Va. 


to employes and analyzes those of vari- 
ous major corporations. 

Among the pointers for preparing a 
good report, Mr. Hartwell lists: Sim- 
plicity of language; figures in round 
numbers; stressing of outstanding 
achievements; illustrations; explana- 
tions of the company’s purpose and its 
contributions to the community and na- 
tion; description of employe-manage- 
ment relationship and how profitable 
operation benefits all; explanation of 
why and how dividends are paid; bring 
attention to changes in company poli- 
cies, developments, plans, etc.; honestly 
appraise outlook for the future of the 
company, especially regarding employ- 
ment; and, finally, the report should 
be attractively designed and printed so 
employes will save it. 


How to Bank by Mail 


In a clever folder with the above title, 
The Morris Plan Bank of Virginia, 
Richmond, Va., explains their banking 
by mail plan, and the use of a “Bank- 
By-Mail” envelope included in_ the 
folder. This envelope provides the de- 
positor with a deposit slip form, an 
acknowledgment form which will be 
returned by the bank, and an enclosure 
for checks to be deposited. Since the 
depositor writes his name on_ the 
acknowledgment form as well as the 
deposit slip form, considerable time and 
effort is spared the bank; and when this 
acknowledgment form is returned, a new 
“Bank-By-Mail” envelope is sent to the 
customer. 


Lending Experience 


The Cleveland Trust Company, Cleve- 
land, Ohio, is carrying an interesting 
and effective series of newspaper adver- 
tisements under the running caption 
“Another Actual Cleveland Trust Lend- 
ing Experience.” A recent ad in this 
series was headed “How a Brick Manu- 
facturer Profited with Cleveland Trust 
Credit,” and contained three illustra- 
tions showing brick yard operations. 
Copy read: 

“Large orders for brick placed heavy 
demands upon this manufacturer’s re- 
sources. Because enormous quantities 
of these bricks had to be piled up, ready 
for future delivery, extra finances were 
required for raw materials, labor, and 
other operating necessities. An analysis 
of requirements was made by Cleveland 
Trust officials, and the needed money 
was supplied. The bricks were made, 
and later delivered under contract dates, 
enabling the manufacturer to clear 4 
substantial profit on the job.” 

Each ad in the series ends with the 
suggestion: “For Any Borrowing ‘Need, 
See Your Cleveland Trust Bank First.” 


Private Enterprise 


In a recent newspaper ad stressing 
their readiness to provide banking 
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facilities to manufacturers engaged in 
defense program production, the Mar- 
shall & Ilsley Bank, Milwaukee, Wis- 
consin, took space to pound home a 
timely educational message regarding 
our private enterprise system. Copy 
read: 

“American private enterprise has 
achieved the highest standard of living 
the world has ever known—has pro- 
duced more wages and wealth for 


American people and distributed its 
products more widely than any other 
economic system known to history or 
in existence today.” 


Will Contest 


The four Atlanta, Georgia, clearing 
house banks—The Citizens and South- 
ern National Bank, The First National 
Bank, The Fulton National Bank, and 
the Trust Company of Georgia—through 
a committee of their trust departments, 
recently announced their 1941 “Will 
Contest.” This educational movement 
is open to law students in the senior 
classes of Emory University, University 
of Georgia, Mercer University, Atlanta 
Law School, John Marshall School of 
Law, and the Woodrow Wilson School 
of Law. 

The essence of the contest rests in 
the preparation of a will based on a set 
of facts prepared by the clearing house 
trust committee. Prizes of $35 are to 
be awarded in each separate law school, 
with the respective deans deciding as to 
the amount and number of prizes to be 
awarded in each school. Contestants 
are required to submit their completed 
wills not later than May Ist. A com- 
mittee of four, embracing a trust officer 
from each bank, serves as judges for 
the contest. Richard A. Denny, assist- 
ant trust® officer of The Citizens and 
Southern National Bank, is chairman of 
the clearing house committee on wills. 


Poker and Savings 


Illustrated with a hand holding a 
royal straight flush, a recent newspaper 
advertisement of the State-Planters 
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MODERN, EXPERIENCED BANKING SERVICE 


One of a series of effective newspaper 
advertisemens being carried by the 
Bank of Montreal, Montreal, Canada, 
stressing the service given by the 
bank to the various industries of 
Canada. 


Bank and Trust Company, Richmond, 
Va., reads: 

“A poker player has one chance in 
64,973 of holding a royal straight flush: 
If he played once a week for twelve 
hundred and fifty years the law of 
averages would give him one such 
hand! Yet there are millions of 
people who risk their money against 
such overwhelming odds, not only in 
poker, but in countless other games and 
schemes. 

“There are, however, sure and simple 
ways to accumulate substantial sums of 
money. One of the best and most con- 
venient is the State-Planters $1,000 
Club. Through it you can make small 
deposits each pay day. You can use 
the same systematic method to acquire 
$1,000 through this club that you em- 
ploy in purchasing a car or a home. 

“Join the $1,000 Club now. You 
can withdraw your entire balance at 
any time, subject only to the rules gov- 
erning regular savings accounts—and 
you get every cent you deposit plus 
interest. 

“Don’t play the long odds. Be sure 
—join the $1,000 Club now.” 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Automobile Financing 


A 50-page manual designed to guide 
banks in financing retail automobile 
purchases through dealers has been 
completed by the Consumer Credit 
Department of the American Bankers 
Association and is now ready for dis- 
tribution to the association’s member- 
ship, it is announced by Walter B. 
French, ABA Deputy Manager in charge 
of the department. The publication is 
intended to cover the principal consid- 
erations, with the exception of account- 
ing problems, that. banks must make in 
purchasing retail instalment sales con- 
tracts from automobile dealers. It is 
divided into five sections, which discuss 
credit and collateral, collections, filing 
and recording of instruments, insurance, 
and automobile dealers and sales plans. 
It contains twenty-five illustrations of 
the legal and bank forms used in this 
type of consumer financing, together 
with two tables dealing with rebates 
and legal filing and recording systems 
in every state. One copy is available, 
upon request, to each ABA member 
without charge; additional copies $1 
each. 


Savings Study 


An interesting study of savings, and 
how thrift contributes to defense, is con- 
tained in the Spring, 1941, issue of The 
Index, published by The New York 
Trust Company, New York City. This 
study discusses such problems as: How 
much does the nation save? estimates 
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of recent savings; recent developments 
affecting saving; savings needed to 
help finance rearmament; future Fed- 
eral borrowing, etc. Other studies in 
this issue of The Index include: “The 
Petroleum Industry—Current Status of 
a Strategic Enterprise,” and “Synthetic 
Fibers—the Growth of Rayon and the 
Rapid Rise of New Synthetics.” 


The Americas 


Fourth in their “Calling America” 
series, the Survey Graphic magazine for 
March is devoted to “The Americas: 
South and North.” In this 116 page 
special number, of practical interest and 
value to every banker and businessman, 
thirty-one outstanding experts in busi- 
ness, government, welfare, education, 
labor and the arts outline the new 
order of codperation in the Western 
Hemisphere. Latin. American writers 
reveal that all suspicion of U. S. motives 
is not yet dispelled, but social and 
economic, as well as military defense, 
goes forward in hemisphere plans. 
Canada is seen as a link, along with 
the U. S., between the British Common- 
wealth and Latin America. The Amazon 
Valley Development, the St. Lawrence 
Seaway, and vast industrial and cul- 
tural projects are predicted to raise 
standards of living throughout the New 
World. 

Contributors to this timely symposium 
on every aspect of United States rela- 
tionships in the Western Hemisphere 
include: A. A. Berle, Jr., Assistant 
Secretary of State; John G. Winant, 
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Ambassador to the Court of St. James; 
Juan T. Trippe, president, Pan-Ameri- 
can Airways Systems; Major General 
Frank R. McCoy, president, Foreign 
Policy Association; Nelson A. Rocke- 
feller, codrdinator of Commercial and 
Cultural Relations Between the Ameri- 
can Republics; Moises Saenz, Mexican 
Ambassador to Peru; Carleton Beals, 
author of “Pan America,” etc. 


Urban Mortgage Debt 


Heavily increased home building and 
financing in 1940 jumped the total 
urban home mortgage debt of the 
American people to about $19,300,000,- 
000, or close to the 1928 level, it is 
reported by the Federal Home Loan 
Bank Review in a preliminary estimate 
of the balance due on all non-farm 
residential mortgages. 


Recovery Plans 


What the public thinks about recov- 
ery and the way it should be attained is 
set forth in the Temporary National 
Economic Committee’s Monograph No. 
25: Recovery Plans, now available at 
the office of the Superintendent of Docu- 
ments, Government Printing Office, 
Washington, D. C., Senator Joseph C. 
O’Mahoney, chairman of the committee, 
announces. From the time the com- 
mittee was established, suggestions have 
been received from all parts of the 
country, and this monograph is a selec- 
tion of the more comprehensive of these. 
By far the largest number of the plans 
deal with monetary organizations or 
with use of the tax system to eliminate 
restraints on business. Government 
borrowing and spending, Government 
sponsoring of private loans, and Gov- 
ernment guarantees are the basis of 
many of the suggestions. 


B & L Growth 


Approximately $1,140,000,000 was 
placed in savings, building and loan 
associations in 1940, the United States 
Savings and Loan League reports. Mor- 
ton Bodfish, executive vice-president of 
the league, announces that this was 
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19.4 per cent more money than was 
newly invested in these community 


thrift and home financing institutions 
the previous year. 


Foster to New York Life 


Stephen M. Foster, formerly econo- 
mist in the investment department of 
the City Bank Farmers Trust Company, 
New York City, was recently appointed 
economic advisor of the New York Life 
Insurance Company. Mr. Foster, who 
has been a contributor to the pages of 
THE BANKERS MaGazINE, served on the 
New York State Bond Portfolio Com- 
mittee, and has addressed many groups, 
including the New York State Bankers 
Association, Wisconsin Bankers Asso- 
ciation, etc. 


Consumer Credit Conference 


Completion of the program for the 
national consumer credit conference to 
be held by the American Bankers Asso- 
ciation in St. Louis, Missouri, April 
23-25, is announced by Kenton R. 
Cravens, chairman of the association’s 
Consumer Credit Council, and vice- 
president of the Cleveland Trust Com- 
pany, Cleveland, Ohio. Four general 
and six group sessions on various 
phases of consumer credit will highlight 
the program. Speakers will include 


Banking and Government 


A new course on “Banking and 
Government” is announced as an 
added feature of the curriculum 
of The Graduate School of Bank- 
ing of the American Bankers 
Association, which will have its 
194] resident session at Rutgers 
University, June 16 to 28. The 
course will be given under the 
direction of Dr. Paul F. Cadman, 
economist of the ABA, and 
A. L. M. Wiggins, chairman of the 
association’s committee on Fed- 
eral legislation and president of 
the Bank of Hartsville, Hartsville, 
South Carolina. 





Bank Defense Loans 


More than a half billion dollars 
of commitments for defense loans 
is reported as outstanding on De- 
cember 31, 1940, by 195-of the 
country’s larger banks in 79 
cities, according to a sampling 
survey of defense lending activity 
made by the American Bankers 
Association. These banks reported 
that they had commitments out- 
standing on December 31 amount- 
ing to $572,949,466 on loans for 
defense purposes. In addition, 
they reported negotiations in prog- 
ress “with loan likely to result” 
on 570 loans totaling $112,235,- 
733. They further reported that 
$247,441,414 of the $572,949,466 
was actually in use by defense 
goods suppliers on December 31. 


Chester C. Davis, president of the 
Federal Reserve Bank of St. Louis; 
J. J. Schumann, Jr., president, Gen- 
eral Motors Acceptance Corporatior:: 
Thomas C. Boushall, president, Morris 
Plan Bank of Virginia; and Charles H. 
Watts, president, Beneficial Manage- 
ment Corporation, Newark N. J. Topics 
to be discussed include state legislation 
for consumer credit standards, direct 
financing, operating costs of consumer 
credit departments, personal loans, in- 
terviewing, credit investigation and col- 
lection, accounting and operating pro- 
cedure, automobile loans, and promotion 
and advertising. 


Bardt—Bank of America 


We regret an error which appeared 
in the March issue of THE BANKERS 
Macazine. On page 270, under the 
condensation “Modernization of Trust 
Instruments,” the author, Harry M. 
Bardt, was referred to as being with 
the Security-First National Bank, Los 
Angeles. Mr. Bardt is vice-president 
and trust officer of the Bank of America, 
N. T. & S. A., Los Angeles, California. 
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Philadelphia National Promotions 
James A. Duffy and W. W. Allen, Jr., 


formerly assistant cashiers, have been 
elected vice-presidents, and J. Dewette 
Ingham has been appointed an assist- 
ant cashier at The Philadelphia Na- 
tional Bank, Philadelphia, Pa. 


Standard-Poor’s Merger 


Stockholders of Standard Statistics 
Company and of Poor’s Publishing 
Company recently approved a consol- 
idation of these organizations under the 
name of Standard & Poor’s Corporation. 
The new company formed as a result of 
the merger is said to be the world’s 
largest statistical and financial advisory 
organization. 


Safe Deposit Association 
The New York State Safe Deposit 


Association recently held a_ dinner- 
meeting at the Hotel Pennsylvania, New 
York City, observing the founding of 
the organization on March 16, 1906. 
The association comprises banks, safe 
deposit companies, and other organ- 
izations in the business of renting safe 
deposit boxes to the general public. 
Affiliated with it are hundreds of asso- 
ciate members operating vaults through- 
out the U. S. and possessions, as well 
as several members in foreign countries. 
Officers include: President George F. 
Parton, president of The Standard Safe 
Deposit Company of New York; First 
Vice-President Frank O. Brand, secre- 
tary and general manager of the Em- 
pire Safe Deposit Company and Second 
Vice-President James G. Manchester, Jr., 
manager of the safe deposit department 
of the Central Savings Bank in the City 
of New York. 


American Aviation 


Of timely interest is the March issue 
of Fortune magazine, devoted entirely 
to American aviation. This issue is not 
designed as a handbook to an industry, 
but rather to help America understand 
the tremendous achievements and 
colossal problems in the air—the under- 
lying theme being that air power may 
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become the decisive element in world 
power. Fortune first looks at the mili- 
tary aspect of air power as world power 
with an article on “British Air Stra- 
tegy,” a study of “The New Battle- 
field,” a “Portfolio of Military Planes,” 
and an article on “U. S. Air Power,” 
by Hanson W. Baldwin. Turning next 
to production problems, Fortune con- 
siders the general question of “How 
Many Planes When?” Following are 
articles on United Aircraft, the numer- 
ous factories in the Los Angeles area, 
the general problem of labor, a study 
of the North American Aviation Com- 
pany’ manufacturing methods, the 
general story of the research work being 
conducted by the National Advisory 
Committee for Aeronautics, and a spe- 
cial article on the individual research 
problems concerning engines and pro- 
pellers.. Finally, looking toward the 
period after the war, the air is viewed 
as a trade route, with some prophetic 
observations by Eddie Rickenbacker, a 
study of “The Airman,” by Lieut. Beirne 
Jay, Jr., and an examination of what 
the rise of air power means to the future 
role of the U. S. as a world power in 
trade. 


Survey of Two Worlds 


A timely contribution to the analysis 
of the present world crisis is the “Sur- 
vey of Two Worlds” supplement to the 
March 22 issue of The Nation maga- 
zine. The alternatives involved in a 
Hitler victory and a Hitler defeat are 
presented by eight outstanding writers— 
Konrad Heiden, Walter Millis, J. Al- 
varez del Vayo, Albert Viton, Harold 
J. Laski, Keith Hutchison, Reinhold 
Niebuhr, and George S. Counts. Mr. 
Hutchinson, associate editor of The Na- 
tion, evaluates diverse proposals being 
made today for a complete reorganiza- 
tion of world resources that would put 
an end to the quarrel of the “haves” 
and the “have nots.” 


Bank Stocks Study 


A recent issue of the Monthly Market 
Letter issued by Goodbody & Co., New 


York City is devoted to a study of bank 
stocks. According to this study: “There 
are certain factors currently or poten- 
tially operative that may affect bank 
earnings favorably and, hence, are 
worthy of the investors’ attention. They 
are: (1)-.the prospect for higher inter- 
est rates on investments, (2) the distinct 
likelihood of more commercial loans, 
(3) maintenance of deposits at present 
levels or at least no large reduction, and 
(4) protection from taxation.” The 
study contains a detailed discussion of 
each of these factors. 


Income from Government 


The total income received by 
individuals from governmental 
sources reached a new high record 
in 1940, according to a prelimin- 
ary estimate by The Conference 
Board. The 1940 total, estimated 
on the basis of salaries and wages 
of government employes, interest 
on government bonds, pensions, 
compensation for injuries, relief 
and other payments to individuals 
by Federal, state and local gov- 
ernments, amounted to $13.2 bil- 
lion, as compared with $12.7 bil- 
lion in 1939 and $1.8 billion in 
1913. The 1940 total nevertheless 
constituted a slightly smaller per- 
centage of the total realized na- 
tional income than in 1939. In 
1940, individual income from 
government sources was only 18.4 
per cent of the total national in- 
come, as compared with 18.6 per 
cent in 1939 and 20.1 per cent 
in 1938, when income from gov- 
ernment sources constituted the 
largest percentage of the total 
national income in the history of 
the country. The extent to which 
income from government sources 
has. increased in recent years is 
evident from the fact that in 1930 
it constituted 9.8 per cent of the 
total realized national income, and 
in 1913 only 5.5 per cent. 


THE BANKERS MAGAZINE for April, 1941 





Convention Dates 


NATIONAL 


* 
April 23-25—ABA Consumer Credit Con- 
ference, Hotel Statler, St. Louis, Mo. 


April 27-30—ABA_ Executive Council 
Spring Meeting, the Homestead, Hot 
Springs, Va. 

April 30-May 2—National Association of 


Mutual Savings Banks. Bellevue-Strat- 
ford Hotel, Philadelphia, Pa. 


May 4-7—Association of Reserve City 
Bankers, Hotel Hershey, Hershey, Pa. 


May 7-9—National Association of Mutual 
Savings Banks, Bellevue-Stratford Hotel, 
Philadelphia, Pa. 


May 11-15—National Association of Credit 
Men, Jung Hotel, New Orleans, La. 


May 22-24—National Safe Deposit Asso- 
ciation, Hotel Statler, Buffalo, N. Y. 


June 2-6—American Institute of Banking, 
St. Francis Hotel, San Francisco, Calif. 

September 8-11—Financial Advertisers As- 
sociation, Hotel Statler, Cleveland, Ohio. 

September 22-24—Robert Morris Associates, 
Chicago, Ill. 


September 26-29—Association of 
Women, Chicago, IIl. 


September 28-October 2—American Bank- 
ers Association, Hotel Stevens, Chicago, 
Ill. 


October 1-3—Mortgage Bankers Association 
of America, Hotel Roosevelt, New York 
City. 

October 8-11—National Association of Bank 
Auditors and Comptrollers, Chicago, III. 


Bank 


STATE AND REGIONAL 


April 10-12—Pacific Northwest Conference 
on Banking, State College of Washing- 
ton, Pullman, Wash. 


April 10-12—Florida Bankers Association, 
Hollywood Beach Hotel, Hollywood, 
Florida. 


April 14-15—Louisiana Bankers Association, 
Hotel Heidelberg, Baton Rouge, La. 


April 16-18—Georgia Bankers Association, 
Hotel Dempsey, Macon, Ga. 


April 18-19—National Association of Bank 
Auditors and Comptrollers, Annual East- 
ern Regional Conference, Boston, Mass. 


April 18-19—New Mexico Bankers Associa- 
tion, Hidalgo Hotel, Lordsburg, New 
Mexico. 
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May 8-10—Oklahoma Bankers Association, 
Skirvin Hotel, Oklahoma City, Okla. 


May 9-10—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst, N. C. 

May 12-14—Missouri Bankers Association, 
Elms Hotel, Excelsior, Mo. 

May 14-15—Arkansas Bankers Associativun, 
Arlington Hotel, Hot Springs, Ark. 
May 14-15—Indiana Bankers Association, 

Claypool Hotel, Indianapolis, Ind. 
May 15-16—Alabama Bankers Assocation, 
Mobile, Ala. 


May 15-16—Kansas Bankers Association, 
Kansas City, Kan. 


May 16-17—New Hampshire Bank Man- 
agement Conference, Tuck School, Dart- 
mouth College, Hanover, N. H. 


May 16-17—National Association of Bank 
Auditors and Comptrollers Mid-Continent 
Regional Conference, Cleveland, Ohio. 


May 19-21—NMississippi Bankers Associa- 
tion, Buena Vista Hotel, Biloxi, Miss. 


May 20-22—Texas Bankers Association, 
Rice Hotel, Houston, Texas. 


May 21-23—California Bankers Association, 
Huntington Hotel, Pasadena, Calif. 


May 21-23—Pennsylvania Bankers Associa- 
tion, Hotel Traymore, Atlantic City, N. J. 


May 22-24—New Jersey Bankers Associa- 
tion, Ambassador Hotel, Atlantic City, 
Noe 


May 22-24—Virginia Bankers Association, 
John Marshall Hotel, Richmond, Va. 


May 25-27—New York Bankers Association, 
Hotel Statler, Buffalo, N. Y. 


May 26-28—lIllinois Bankers Association, 
Palmer House, Chicago, IIl. 


May 27-28—Maryland Bankers Association, 
Lord Baltimore Hotel, Baltimore, Md. 
May 27-28—Tennessee Bankers Association, 
Nashville, Tenn. 

June 2-3—South Carolina Bankers Asso- 
ciation, Myrtle Beach, S. C. 

June 4-5—Ohio Bankers Association, Neth- 
erlands-Plaza Hotel, Cincinnati, Ohio. 


June 4-5—Wisconsin Bankers Association, 
Schroeder Hotel, Milwaukee, Wis. 


June 4-6—Colorado Bankers Association, 
Broadmoor Hotel, Colorado Springs, 
Colo. 


June 5-6—Washington Bankers Association, 
Olympic Hotel, Seattle, Wash. 
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